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Responsibility for Financial Reporting

The accompanying consolidated financial statements of Manulife Financial
Corporation are the responsibility of management and have been approved
by the Board of Directors. It is also the responsibility of management to
ensure that all information in the annual report to shareholders is consistent
with these statements.

The consolidated financial statements have been prepared by manage-
ment in accordance with accounting principles generally accepted in
Canada and the requirements of the Superintendent of Financial Institutions
{Canada). Appropriate accounting policies and estimates are also used in
the determination of information using generally accepted accounting
principles in the United States. When alternative accounting methods exist,
or when estimates and judgement are required, management has selected
those amounts which present the Company's financial position and results
of operations in a manner most appropriate to the circumstances.

Appropriate systems of internal control, policies and procedures have
been maintained, consistent with reasonable cost, to ensure that financiat
information is both relevant and reliable. The systems of internal control are
assessed on an ongoing basis by the Company's interna! audit department.

The actuary appointed by the Board of Directors {the "Appointed
Actuary"} is responsible for ensuring that assumptions and methods
used in the determination of policy fiabilities are appropriate to the
circumstances and that such reserves will be adequate to meet the
Company's future obligations under insurance and annuity contracts.

The Board of Directors is responsible for ensuring that management
fulfills its responsibility for financial reporting and is ultimately responsible
for reviewing and approving the consolidated financial statements. These
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responsibilities are carried out primarily through an Audit Committee of
unrelated directors appointed by the Board of Directors.

The Audit Committee meets periodically with management, the
internal auditors, the external auditors and the Appointed Actuary to
discuss internal control over the financia! reporting process, auditing
matters and financial reporting issues. The Audit Committee reviews the
consolidated financial statements and recommends them to the Board of
Directors for approval. The Audit Committee also recommends to the Board
of Directors and Shareholders the appointment of external auditors and
approval of their fees. '

The consolidated financial statements have been audited by the
Company's external auditors, Ernst & Young LLP, in accordance with
auditing standards generally accepted in Canada. Ernst & Young LLP has
full and free access to the Audit Committee.

Signed,

Dominic D'Alessandro

President and Chief Executive Officer
Signed,

Peter Rubenovitch
Executive Vice President and Chief Financia! Officer

Toronto, Canada
February 8, 2001



Appointed Actuary’s Report
to the Shareholders and Directors

I have valued the policy Habilities of Manulife Financial Corporation for its
Consolidated Balance Sheets as at December 31, 2000 and 1999 and their
change in the Consolidated Statements of Operations for the years then
ended in accordance with actuarial practice generally accepted in Canada,
including selection of appropriate assumptions and methods.

[n my opinion, the amount of policy liabilities makes appropriate provision
for all policyholder obligations and the consolidated financial statements
fairly present the results of the valuation.

Signed,

Geoff |, Guy, FC.LA.
Executive Vice President and Appointed Actuary

" Toronto, Canada

February 8, 2001

Auditors’ Report to the Shareholders and Directors

We have audited the Consolidated Balance Sheets of Manulife Financial
Corporation and the Consolidated Statements of Net Assets of its
Segregated Funds as at December 31, 2000 and 1999 and the Consolidated
Statements of Operations, Equity, Cash Flows and Changes in Net Assets of
its Segregated Funds for the years then ended. These consolidated financial
staternents are the responsibility of the Company’s management. Qur
responsibility is to express an opinion on these consolidated financial
statements based on our audits.

We conducted our audits in accordance with auditing standards general-
ly accepted in Canada. Those standards require that we plan and perform an
audit to obtain reasonable assurance whether the consolidated financial
statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the
consolidated financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation.

in our opinion, these consolidated financial statements present fairly,

in all material respects, the financial position of the Company and its
Segregated Funds as at December 31, 2000 and 1999 and the results of
the Company's operations and cash flows and the changes in the net
assets of its Segregated Funds for the years then ended in accordance with
accounting principles generally accepted in Canada including the account-
ing requirements of the Superintendent of Financial Institutions (Canada).

Signed,

Ernst & Young LLP
Chartered Accountants

Toronto, Canada
February 8, 2001
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Consolidated Balance Sheets

* (Canadian $ in millions) As at December 31 2000 1999
ASSETS Invested assets (note 3)
Bonds $ 33.270 $ 30,853
Mortgages 1174 6,867
Stocks 4,621 4,832
Real estate 03,2625 3,179
Policy loans 3,616 3,207
Cash and short-term investments 3,783% 3,047
Other investments Si 884 1,180
Total invested assels ‘$. 56,610 $ 53,165
Other assets S :
Accrued investment income % 834 $ 727
Outstanding premiums 487 357
Future income taxes (note 5) 515 529
Miscellaneous 1621 1,930
Total other assets $ :3.457 3,543
Total assets '$ 60,067 56,708
Segregated fund net assets $ 54,908 49,055
LIABILITIES AND EQUITY Actuarial liabilities (note 4) $ 41,384 $ 39,748
Benefits payable and provision for unreported claims 1,800 1,522
Policyholder amounts on deposit 1.371 1,166
Deferred realizéd net gains (note 3) 3,434 2,266
Banking deposits 592 333
Other liabilities 2,632 3,152
$ 51,2135 $ 48,187
Subordinated debt (note 6) .. 588 582
Non-controlling interest in subsidiaries <1299 750
Trust preferred securities issued by subsidiaries (note 7) 15,7563 735
Equity (rote 8) : ,
Participating policyholders’ equity © 54 61
Shareholders’ equity "
Common shares (note 9) 612. 628
Shareholders’ retained earnings 6,545 5,765
Total equity $ 721 $ 6,454
Commitments and contingencies (note 14)
Total liabilities and equity $ 60,067 $ 56,708
Segregated fund net liabilities -$-:54,908 $ 49,055

Signed, Signed,

Dominic D’ Alessandro Arthur R, Sawchuk
President and Chairman of the
Chief Executive Officer Board of Directors
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Consolidated Statements of Operations

I (Canadian $ in millions)

For the years ended December 31 2000 1999
Revenue
Premium income $ 8515 $ 8672
Investment income (note 3()) 4,350 4,369
Other revenue 1,287 1,015
Total revenue $. 14,152 $ 14,056
Policy benefits and expenses FEr R
To policyholders and beneficiaries , i
Death and disabitity benefits $- 2480 $ 2,136
Maturity and surrender benefits 2,500 2,064
Annuity payments 1,235 - 1.287
Policyholder dividends and experience rating refunds 859 738
Net transfers to segregated funds 1,439 1,141
Increase in actuarial liabilities (note 4) 822 2,628
General expenses 22,191 1.817
Commissions 1,086 886
Interest expense 2191 179
Premium taxes %6 84
Non-controlling interest in subsidiaries SUTTHT51) (114)
Trust preferred securities issued by subsidiaries CEeEE B3 62
Total policy benefits and expenses ~$7712,811 ©$ 12,888
Income before income taxes 51341 $ 1168
Income taxes (note 5) = (273) (302)
Net income $- 1,068 $ 866
Net loss attributed to:
Participating policyholders (after demutualization) $ -y s (8)
Net income attributed to: : =
Shareholders (after demutualization) $ 1075 $ 267
Mutual operations (prior to demutualization) e 607
Adjusted shareholders’ net income 1,075 874
Net income $ 1,068 $ 866

Earnings per share (note 11)
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Consolidated Statements of Equity

(Canadian $ in millions) Participating : g

For the years ended December 31 Policyholders ~ Shareholders : 2000+ 1999
Operating retained earnings e
Balance, January 1 61 $ 5,722 $ 5,783 $ 5762
Conversion costs (note 8) - - IR (31)
Net income as a mutual operation - - - 607
Balance, September 23, 1999 as restated on demutualization 61 $ 5722 $ 5783 $ 6.338
Cash distributions by Manufacturers Life a

to certain participating policyholders - - . (694)

Net income (loss) as a stock company (7) 1,075 1,068 259
Shareholder dividends - (193) . . (193) -
Purchase and canceliation of common shares (note 9) - (180) . (190) (120)
Balance, December 31 54 $ 6,414 % 6,468 $ 5,783
Currency translation account .
Balance, January 1 - $ 43 $ 430 $ 243
Change during the year as a stock company - 88 88 (84)
Change during the year as a mutual company - - - (116)
Balance, December 31 - 131 $. 13 $ 43
Retained earnings 54 $ 6,545 $° 6,599 5,826
Common shares o
Balance, January 1 - $ 628 $ 628" $ -
Issue of common shares (note 9) - - BT 2 694
Initial public offering costs (note 9) - - - (58)
Purchase and cancellation of common shares (note 9) - (186) ey (8)
Balance, December 31 - $ 612 $ 612 $ 628
Total equity 54 $ 7.157 $ 721 $ 6,454
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Consolidated Statements of Cash Flows

] (Canadian $ in millions) For the years ended December 31 :.2000 1999
Operating activities S
Operating cash inflows :
Premiums and annuity considerations ¢ 8385 $ 7,955
investment income received 3,670 3,523
Other revenue 1.287 1.015
Total operating cash inflows $ 13342 $ 12,493
Operating cash outflows
Benefit payments $7:. 5969 $ 5334
Insurance expenses and taxes (note 5 and 6) b ‘, 3.624 2,883
Dividends paid to policyholders 70859 738
Net transfers to segregated funds 1,439 1.141
Change in other assets and liabilities {460) (502)
Total operating cash outflows $ 115431 $ 9,594
Cash provided by operating activities $ 191§ 2,899
Investing activities S
Purchases and mortgage advances $(33:882) $ (32,354)
Disposals and repayments .. "33,600 30,433
Cash used in investing activities $:-- (282) $  (1,921)
Financing activities i
Increase (decrease) in repurchase agreements ey

and securities sold but not yet purchased $.:(559) 810
Shareholder dividends E {193) -
Purchase and cancellation of common shares (note 9) <24 (208) (128)
Borrowed {repaid) funds, net (1) 51
Issue of common shares (note 9) = 694
Payments to certain policyholders and underwriters
upon demutualization (note 8) _ S {735)

Cash provided by (used in) financing activities $ (959) $ 692
Cash and short-term investments e
Increase during the year -3 670 % 1.670
Balance, January 1 2,810 1,140
Balance, December 31 $ 3480 $ 2810

Composition of cash and Beginning of year

short-term investments Gross cash and short-term investments $ - .3,047 $ 1,329
Net payments in transit, included in other liabilities T (237) (189)
Net cash and short-term investments, January 1 $ - 2810 $ 1,140
End of year PR
Gross cash and short-term investments '$ 3783 $ 3,047
Net payments in transit, included in other liabilities 4. (303) 237)
Net cash and short-term investments, December 31 » $ 3,480 $ 2810
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Segregated Funds

Consolidated Statements of Net Assets

l {Canadian $ in millions) As at December 31 2000 1999
Investments, at market values
Bonds 2,567 3,188
Stocks - 49,880 42,903
Real estate 2. 7
Cash and short-term investments 2,428 2,948
Accrued investment income R 24
Other assets (liabilities), net 15 (15)
Total segregated fund net assets, December 31 154,908" 49,055
Composition of segregated fund net assets: R
Held by Policyholders 54,705 48,993
Held by the Company L1203 62
Total segregated fund net assets, December 31 54,908 49,055

Segregated Funds
Consolidated Statements of Changes in Net Assets

t (Canadian $ in millions) For the years ended December 31 2000 1999
Additions
Deposits from policyholders 14,777 10,709
Realized and unrealized investment gains (fosses) {5,977y 6,199
Interest and dividends o 28130 1.773
Net transfers from general fund 1,439 1141
Currency revaluation 41,793 (2,356)
Total additions 14,645 - 17,466
Deductions e
Payments to policyholders 7,990 5,982
Management and administrative fees 802 629
Total deductions 8,792 6,611
Net addition to segregated funds for the year 5,853 10,855
Segregated fund net assets, January 1 49,055 38,200
Segregated fund net assets, December 31 54,908 49,055
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Notes to Consolidated Financial Statements

(Canadian $.in millions unless otherwise stated)

, NOTE 1 Nature of Opemtiohs and Sz'émﬁémi Adodntz‘ng Policies

O Manulife Financial Corporation (*Manulife Financial,” the “Company"} is s
” . publicly traded stock life insurance company and the insurance holding: - - .
company of The Manufacturers Life insurance Company ("Manufacturers - -

Life") which was organized as a‘mutual life insurance company until
September 23, 1999, on which date it demutualized (note 8). The
Company provides a wide range of financial products and sepvices;
including individual life insurance, group flife and health:insurance,
pension products, annuities-and mutual funds to individual and group
customers in Canada, the United States and-Asia. The Company also
offers reinsurance services, primarlly life and accident and heaith '
reinsurance, and provides investment management sefvices with
respect to the Company’s general fund assets, segregated fund assets
and mutual funds and, in Canada, to institutional customers. -

Manitlife Financial is registered under the Insurance Companies Act
(Canada) (*ICA"), which requires that financial statements be prepared-in
accordance with accounting principles generally accepted in Canada;
including the requirements of the. Superintendent of Financial Institutions

{Canada) (“OSFI"), ("GAAP")..None of the accounting requirements of

. OSFI is an exception to accounting principles generally accepted in’ -
.Canada. The preparation of financial statements, in corformity with
GAAP, requires that management makes estimates and assumptiens that
affect the'reported amounts of assets and liabilities, the disclosure of

“contingent assets and liabilities as at the date of the consolidated L

.+ financlal statements, and the reported amounts of revenue and expehses '_: ’

during the reporting period. Actual results could differ from those
estimates. The most significant estimation processes are related to the
determination of actuarial liabilities. Althotigh some variability is inherent.
in these estimates, mariagement believes that the amounts provided are
adequate. The significant accounting policies used in the preparation-of :
these consolidated financial statements are summarized below:’

a) Basis of consolidation : :
Manulife Financial consolidates the financial statements -of ali'subsidiary
~companies and eliminates on consolidation all:significant inter-company
‘balances and transactions. The equity method is used to account for ::-
*iivestments over which the Company exerts significant influence. Gains.
and fosses on sales of these investments are included in income when ;
realized, while expected losses onother than temporary‘impairments are :
tecognized immediately. Vel ' e

b)-Invested assets : &
under GAAP for life insurance companies, the invested-assets held by the.
‘Company are accounted for through a variety of methiods. These methods:
" are summarized as follows: ’ '

Recognition of realized gains and -

Stocks -

market basis whereby
carrying values are
adjusted towards
market value at 15%
per annum.

““at the rate of 15% of unamortized

deferred realized gains and losses
-each year.

Carrying value fasses on normal business activity * Recoguition of impairment
Bonds 1 At amortized cost Deferred and brought into income Impairment is recognized on a specific bond when theré is no longer reasonable:
: 1 1ess an allowance for - over the lesser of 20 years or the assurance as-to the timely collection of the full amount of principai and interest. :
'specific losses. remaining term to maturity of the In such cases, the bond is written down to its net realizable value-and the:charge =i} -
) : bond sold. ) is recorded in income i the period the impairment is recognized.: N
Mortgages .| Atamortized cost less Deferred and brought into-income ** - Impairment is recognized on a specific mortgage of doan when there-is -no:longer
- |.and Loans . | repayments and an .-over the lesser of 20 years or the.~  reasonable assurance as to.the timely collection of the full amount of principal
’ . .| -allowance for specific. - remaining term-o maturity of the>. - and interest. Such impaired mortgages and loans are-carried at their estimated: .
Josses, . mortgage or loan-sold.” = realizable value, determined for each asset by discounting the expected future
' ‘ ) ' ‘cash flows at the osiginal interest rate inherent in the asset. When the amounts:. - '
and timing of future cash fiows cannot be estimated with reasonable reliability,. .
estimated realizable amounts are measured at either the fair value of any security
underlying the mortgage or foan, net of expected costs of realization and any-
amounts legally required to be paid to borrowers, or at observable market prices
for the mortgages or loans. Mortgages and loans are classified as impaired
whenever payments are three months or more in-arrears or if thiere is a provision
against the mortgage or loan.. . o o L
At the time of foreclosure, mortgages are written down to net realizable value: :
“Declines in the net realizable value of foreclosed properties are charged.to - )
income immediately. s S
On a moving average *Deferred and brought into income Specific stocks are written down to market value if an impairment in the

value of the entire stock portfofio. (determined net of deferred realized gains),
is'considered to be other than temporary. ; :

Real Estate

On a moving average -
market basis whereby
carrying vaiues are
adjusted towards
market value at 10%
per anaum.

Deferred and brought into income
at the rate of 10% of unamortized
deferred realized gains and losses

- each year.

Specific properties are written-down to market value if an impairment in the
value of the entire real estate portfolio {determined net of deferred realized gains)
is-considered to be other than temporary. .

Policy Loans

At their unpaid balance.

Not applicable. Fully secured by the
cash surrender value of the policies
on which the loans are made.

Fully secured by the-cash surrender value of the poicies on whichthe Joans PR
are made. L ads S .\
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On disposition of an impaired asset, the allowance s written off agai nst-
the related assets, Orice established,-an allowance against temporary -

impairment:of bopds oF mortgages is reversed only if the condmons that .

“caused the impairment.no fonger exist.

"I addition to specific allowances, the Company- provrdes for potential

future impairments by reducing investment ylelds assumed inthe

. calculation of actuarlal liabilities.

)] Actuarial habrht}es

Actuarial liabilities represent the amount which, together wrth estlmated
future premiums and net investment income, will be sufficient to pay
estimated future policy benefits, policyholder dividends, taxes (other

* thanincome taxes) and expenses on policies inforce. The Company's -
Appointed Actuary is responsible for determining the amount of actuarial
liabilities that must.be set aside each year to ensure that sufficient funds

< = will be available in the future to meet theseobligations. The valuation - :

* methods employed by the Appointed Actuary are based on standards .

.gstablished by the Canadian Institute of Actuarles in accordance

" .with actuarial practices generally accepted in.Canada, liabilities have
been determined using the policy premium method and the cash flow
valuation method. -

- d) Other investments

included in other investments are mvestments |n oil and gas propertres.

equipment leases; limited partnerships, comimercial loans, investments in’

segregated and mutUaI funds and derivative assets.

: e) \T]%cellanenus 2558tS
inciuded in-miscellaneous assels.are amounts due from reinsurers and

capital assets. The latter are carried at cost less accumiitated amortization

computed on a straight-line basis over their estlmated useful Ilves whlch
vary from two to ten years

f) Segregated funds

The Company manages a number of segregated funds on behalf of
policyholders. The investment returns on these funds accrue directly-to
the policyholders, with the Company assuming no risk..Consequently;
these funds are segregated and presented separately from the general
fund-of the Company. Income earned from fund management fees is
included in-other reventie-in the general fund. |nvestments held in
-:segregated funds are carried-at market value.

The Company also provides minimum guarantees on |nd|v1dual vai- :
- able life and annuity contracts. These include minimum death benefit ‘
guarantees, minimum maturity value guarantees and minimum income
benefit guarantees. The liability associated with these minimum guaran- -
 tees is recorded in actuarial liabilities in the general fund of the Company.

o) Translation of foreign currencies
Assets and liabilities denominated in foreign currencies are translated
into Canadian doliars at rates in effect at the Consolidated Balance Sheet
dates. Revenue and expenses are translated at the average exchange
rates prevailing during the year. Unrealized foreign currency translation
gains and losses on investments in self- -sustaining operations are
recorded in equity. Translation gains and losses on disposition of
investments in self-sustaining operations are |ncluded in income.

h) Income taxes

. The Company provides for income taxes using the llablllty method of tax
allocation. Under this method, the provision for income taxes is calculat-

od based on income tax laws and income tax rates in effectas atthe

Consolidated Balance Sheet dates. The income tax provision is compnsed

of two components: current income taxes and future income taxes.
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""" Tespective tax bases. The future income tax asset is recognized to the
extent that future realization of the tax benefit is more.fikely. than not

)Demvauves : B
The:Company uses derivatives to manage exposures to foreign currency B
- “interest rate and other market risks arising from its on- balance sheet

" financial instruments. These derivatives are designated and effective as

Current income taxes are amounts expected fo be payable or recoverable '
as a result of operations in the current year. Future income taxes arise::
from changes during the year in cumulative temporary differences *
between the accounting carrying 'value of assets and liabilities and therr

with a vaIuatlon allowance for the 6Xcess.

iy Penslons and other post- empioyment heneﬂ ts
The Company maintains a number.of pension pians for its eligible
employees and agents. Assets for each plan-are he|d by mdependent
trustees and are carried at market values. .

The defined contribution plans-were establishied in-1998 and provrde
pension benefits based on the accumiulated contributions and fund earn-

ings. The cost.of defined contribution benefits is the-required-coniribution . -

provided by the Company in exchange for the services-of employees
rendered during the petiod. : :
: The defined benefit plans provide pension benef ts based on Iength of
service and final average-earings. The cost-of defined benefit penslon
benefits is recognized using the prajected benefit method pro-rated on’

“ services; Experience gains and losses are amortized to income overthe.

estrmated average remaining service lives of plan members. ,
‘The Company aiso provides supplementary pension; health, dental
and life insurance benefits to qualifying employees upon retirement. .
The estimated present value of these benefits is charged to earnmgs :
over the employees”years of service to their date of fulf entitlement. -

hedges; as there is a high correlation between changes in market value of ;
the derivative and the underlying hedged item at inception and over the

life of the hedge. Realized and unrealized gains and losses on these deriv- )

atives are accounted for on the same bases as the underlying assets.and
liabilities. Realized and unrealized gains and losses on derivative transac-
tions established as: hedges but no longer considered hedges are mcluded o
in income from the date at which they are no longer considered tobe
hedges. Derivative income and expenses related to invested assets-and. -
financial liabilities are included in ifvestment income and interest -
expense, respectively, in the Consolidated Statements of Operations. Cash @
flows relating to derivatives associated with invested assets and financial:
liabilities are included in the Consolidated Statements of Cash Flows on a

basis consistent with the cash flows from the-underlying invested assets " S

and financial liabilities. Derivative assets and liabilities are included in
other investments and other liabilities, respectively, and deferred reallzed :

<" iet gains are presented as such'in the Consolidated Balance Sheets.

k) Good Wﬂl

Goodwill represents the excess of the cost of businesses acquired over:~
fair values assigned to the related identifiable net assets and is amortized
on a straight-line basis over the expected benefit periods of up to 20 ’
years.-Unamortized goodwill is reviewed periodically:for impairment by
considering factors such as returns of the related business, taking into:
account the risk associated with the investment. When goodwill is
determined to be impaired, a charge is taken to income lmmedrately

1) Prermum income and related expenses ;
Gross premiums for all types of insurance contracts, and contracts W|th
{imited mortality-or morbidity nsk are generally recognized as revenue
when-due.




' When premlums are recogmzed the related actuanal |IabllltleS are;:
", .computed, resulting in benefits and expenses bemg matched with
“such revenue.

m) Stock- bach compensatmn

The Company provides compensation to certaln'employees in the form of

stock options and deferred share units. The |ntrmsnc value method of

' 'optlons as the exercise price'thereon is set at the closing market price
“:Manulife Financial Corporation common. shares on The Toronto Stock =
5 Exchange‘on the business day‘immediately preceding the award grant
© date. When option's are exercised, the proceeds received by the Company

accouinting is Used and as such, no-expense is recognized for stock

are credited to share capital..

Nore 2 Changes in Accounting Polzczes and Newly Issued Accountmg Polzezes

a) Jricome taxes :

in December 1997, The Canadian Institute of Chartered Accountants ..
{"GICA") issued Handbook Section 3465, “Income Taxes,” effective for
" fiscal years commencing January 1, 2000. This standard requires the
use of the liability method of accounting for income taxes and changes
the focus from income statement timing differences to balarice sheet

temporary differences.. The Company adopted the recommendations of -

this standard-effective for its fiscal year.commencing January 1, 1999.
The impact of this change was not material to these consolldated
financial statements. :

b) Pensions and other post-employment benefits ‘
In March 1999, The CICA issued ‘Hanidbook Section 3461, *Employee

This staridard reqmres employee future benef its to be accounted foron.
an accrual basis, pension obligations to be discounted using a market © 7

: rate-of interest and pension assets to be included at market values. ‘The' G I
Company adopted the recommendations of this standard effective forits =7

fiscal year commencing January 1, 1999. The impact of this change was -

", “not material to these consohdated fmanc:al statements

93 Lermn 55 pet sharc

In December 2000, The CICA issued Handbook Section 3500, “Earnmgs
Per Share,” effective for fiscal years commencing January 1, 2007,
which requlres the use of the treasury stock method of .computing: dilut- _ :

_ed earnings per share. The Company will adopt the recommendations of

this standard on January 1, 2001. The impact of this change is not
expected:to materially affect the calculation.of the: Companys earnlngs

Future Benefits, " effective for fiscal years commencing January 1, 2000:

per share
Note 3 Invested Assets and Income
2) Invested assets
Deferred realized Total realized
As at December 31 8 . Unrealized Unrealized net gains and unrealized
2000 ] Carrying value Fair value gains losses (losses) gains
Bonds. {fixed maturity) - )
Canadian government: : $ 7,494 $ 8321 $ 845 $ (18) $ 181 $ 1,008
Foreign. governments - : . 5,381 5,689 315 4] 129 437
Corporate GO 18,662 18,789 589 {462) 450 577
~"Mortgage-backed securmes el e 1,733 1,762 39 (10} 41 10
’ Mor[gages . L I 7174 7,437 291 (28) 42 305
Stocks ™ U LT Co 4,621 4,997 659 (283) 2.544 2,920
Real estate” e 3,262 3,617 377 (22) 50 405
" Policy loans™ 75 ;. 3,616 3,616 - - - -
Cash and short-term investments: .- ‘ . 3,783 3,783 - - - -
Other investments . - . _ 884 980 11 (15) 3 93
Total invested assets $ 56,610 $ 58,991 $ 3.226 $  (845) $ 3,434 $ 5815
1999
Bonds {(fixed maturity) : . - L i
Canadian government e i $ 7.182 COs 7,499 $ 470 $ (153) $ . 239 ¢ $ \'556 :
Foreign governments - - ..~ " oo 5,076 - 4,983 59 o (152) e 2169 . S8
Corporate : B 16,896 16676 - 401 Lo {e21) L BB2E L Ln 342
Mortgage-backed securities s 1,699, T 1,652 [ AT I ()| ' 56 gl
* Mortgages : 5 K ' 6,867 . 6937 . 2007 (130) B0 R 20
Stocks ’ EE - 4832 & . 6842 2,022 5 E(12) 1126 207 2936
Real estate S : 3179 3468 . 342 (53) . 66" . 355
Policy loans: - - ¢ , - S3200 0 3207 . el B L e
Cash and short-term investments ' 3047, ¢ 3041 B - oo- - =
Other investments ' : . 1,180 1,196 - 37 (1) . (2) ) 14
Total invested assets ] $ 53,165 $ 55,307 $ - 3.541 $ (1,399) $ 2,266 '$ 4,408
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Fair values ae determined with reference to quoted market prices where-

available. Fair values of mortgages reflect:changes i interest rates which’

have occurred since the mortgages were originated and changes in the
credit-worthiness of individual borrowers..For fixed-rate mortgages, fair .
value is determined by discounting the expected future cash flows at
market interest rates for mortgages with similar credit risks: Fair values
of real estate are determined by a combination of-internal and external
appraisals utilizing expected net cash flows discounted at market interest

© ' zrates. Included in other investments are oil and gas properties; the fair

- 27 value of which is determined by externial appraisals. Fair values of policy .
“oans, cash and short-term investments and the remaining other invest:- < -
“.ments approximate their carrying values dueto their short-term nature_.' e

Foreclosed properties of $54 are included in'real estate asat

© " December 31, 2000 (1999 - $92).

Bonds : of the total mortgage portfollo as at December 31, 2000 {1999--0. 03%)
2000 1899
Carrying Fair . Carrying .. - Fair
As at December 31 value value value value
# 1 Maturity v I L
«.-+*Due in one year orless:: $ 1,438 § 1,457 421008 2,110
* Due after orie year SRRV "
] through five years. : 7,621 7,180 Siig3%2 _"'8,257 .........
Due aftef five-years S
through:ten years. 8,221 8,365 56177, 5492
Due after ten years 14,267 15,197 . 13,0857 .113,209
Mortgage-backed secuities 1,733 1,762 . 1,699 1,652 "
Total $33,270  $34,561 +$ 30,853 .©$30,810 .
b) Investment income
Amortization of
Gross Provision for realized and
| For the years ended December 31 investment impairment, unrealized gains Yield
: 2000 : income net (note 3(e)) (losses) Total (%)
: /Bonds $ 2,305 $ (121) $ 110 $ 2,294 7.46
“Mortgages :° 558 17 15 590 8.97
“stocks 62 - 510 572 22.41
" Real estate 260 34 44 338 11.34
Policy loans 308 - - 308 8.99
Cash and short-term fnvestments 128 - - 128 3.63
* Qther investments 186 (30) (52) 104 N/A
- Currency - - 16 16 N/A
Total $ 3,807 $  (100) $ 643 $ 4,350 8.58
1999 ‘ :
“Bonds $ 24930 .o $T.(01y 0§ 91 .$-2,283 797
Mortgages -1 621 24+ 117 iy 656
Stocks SOMs N AT YT B < 23.03
Real estate - L2300 RV R BNC: - R 1005
Policy loans . .. 2740 7 BT 2747, 869
Cash and short-term investments 84 ‘ - : - . 84 334 .
Other investments : 123 (2)- : 7 T 128 St UUONIAC
Currency . - ] = . 16 16 N/A
Total $ 3,640 $  (58) - $ 787 $ 4,369 - 9,01
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The following table presefits the carryrng value and fair value of bonds ’
. based on period to maturity:: s

The followmg table presents the carrymg value and farr value of i
mortgages by type of property S ‘ ;

Moitgages
2000 1999
: Carrying Fair ., Carrying :.... Fair:
As at December 31 value value . - value value: *
Residential $ 1536 $ 1,677 % 1369 $ 1,384
Office 1,708 1,781 1,504 1,610
Retail - - 1,958 2,036.+7:2,036 . 12,0807
industrial : 1,713 1,768 - 71,6187 0 1,606 15
- Other .- L 259 272 250 257
‘Total ' ’ $ 7174 7,434 $ 6,867¢ % 76,937 "

The: carrymg value of government msured Ioans was 4.1% of the total
carrying value of the mortgage portfolio as at December 31, 2000
(1999 —4.7%) and the value of privately-insured mortgages was 0.03%

Yields are based ontotal investment income divided by the average
cafrying value of assets plus accrued income less net deferred gains.

) Securities lending

The Company engages in securities lending to generate addmonal
income. Certain securities from its portfolio are loaned to other institu-
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tions for periods of time. Collateral, which exceeds the market value of
the loaned securities, is lodged by the borrower with the Company and .-
retained by the Company until the underlying security has been returned
to the Company. The market value of the loaned securities is monitored
-"on a daily basis with additional collateral obtained or refunded as the

-7 market value fluctuates. As at December 31, 2000, the Company had

94355




loaned securities (whlch are |ncluded in invested assets) with a carrying.

value and market value of approximately $1,635 and $1, 760 respectlvely :

(1999 $1 423 and $1 410, respectlvely)

dy \lortqage qecurttwatlon

The:Company has sold for cash, with fimited recourse, commemlal mort: .

“gages.- The maximum recouirse on these mortgages is less than 10% of
the proceeds. When the mortgages are'sold, they are removed from the
Company’s balance sheet and the amortized gains are recognized in net '
investment income. As at December 31, 2000; outstanding balances of
sold mortgages with limited recourse was $505 (1999 - $591).

&) Credit risk

Credit risk is the risk that-a party to afinancial mstrument suchasa
mortgage borrower, will fail to fully honour its financial obligations to the
Company. Credit risks are primarily assomated Wlth |nvestment derlvatlve
.and reinsurance counterpartles '

.The Company has provided for.credit risks by establlshlng specmc -

-allowances against the carrying vatue of the impaired-assets in the /
* Consolidated Balance Sheets. in addition to specific allowances, the
Company provides for potential future |mpa|rments by reducing invest-
ment yields asstumed-in the calciilation of actuarial liabilities (note 4(c)).
The carrying value ofim palred assets was-as follows:

The changes durmg the year ln respect of the specuﬁc allowance for L '

|mpa|rment were as follows

2000

- [ Specific allowance for impairmentv s

Balance, January 1, ool ' $ 132
‘Provisions during the year.. - A 100 5

. Write-offs, net of recoveries (70) i~/

As at December 31-. Gross Carrying
2000 amount Aliowance value
Mortgages g o $ 90 $ 33 $ 57
Other impaired assets 294 129 165
. Total Ve oiar 3384 $ 162 $ 222 .0
-+ 1999 _ ,
“Mortgages b oo ol URTAB3n L 8 A0 8 B
Other impaired assets - - 1957 ) 83 i AR

Total. Sl o832 0 8 1325 0 4 3198

Note 4 Actuarial Liabilities

Balance, December 31 i e $ 162

in-addition to specific aliowarices for existing impairments, actuatial lia-
bilities include.an allowance for future impairments. As at December 31,
2000, the provision for future credit losses mcluded in-actuarial’ llabllltles
was $1,221 (1999~ $1,207): :

Concentrations of credit risk

-The Company's exposure t0 credit risk is managed through nsk
“‘management policies and procedures with emphasis on the quallty of
‘the investment portfolio together with mamtenance of issuef, mdustry

and geographic diversification standards.

. ‘As at. December 31, 2000, 96% of bonds (1999:- 95%) were rated at
mvestment grade "BBB" or hlgher and 85% (1999 — 86%) were Tated SAN
~or higher, Government bonds represented 39% (1999'- 40%) of the bond‘ s

portfolio, The Company’s highest exposure to a single non-government :';

issuer was $451 (1999 - $678). Mortgages and real estate are diversified '

geographically-and by property type. Ontario, Canada was the largest
concentration of mortgages and-real estate, with $3,424 (1999 - $3, 320):
of the total portfolio. income-producing commercial office properties =

were the largest concentration of real estate with $2,267 (1999 -$2; 108) - §

of the real estate portfolio."As at December 31,-2000, 95% {1999 — 97%)
of the stock portfolio was compnsed of publicly listed corporations. The

'largest single issuer represented 6% (1999 - 3%)-of the portfolio.

. The Company’s exposure to loss on derivatives is limited to the extent S

the exposed amount being with counterparties ratéd "AA” or ‘higher. The
largest single counterparty exposure asat December 31, 2000.was $9
(1999 = $39)

a) Composition. - G 8 T
Actuarial liabilities represent. the amount Wthh together with estlmated

future;premiums.afd riet investment income; will.be sufficient to.pay-esti-.

. mated future benefits, policyholder dividends, taxes (other than income
“taxes) and expenses on policies inforce. The composition of actuarial - -
. liabilities by line of business and geographic territory was:as follows: .-

Individuat fife insurance

Asa Decelnber‘&] Annuities Other insurance
2000 Participating Non-participating and pensions liabilities Total
United States $ 10,89 2,783 $ 5,99 $ 1,056 $ 20,701
Canada 2,476 1,615 10,554 1,642 16,287
International 2,434 988 934 40 4,396
Total $ 15,806 5.356 $ 17,484 $ 2,738 $ 41,384
1999 5y E S § -
. United States $- 9,836 2,720 506280 7 i o8 038 a8 19,774
‘ Canada 2,322 1,437 _ 11,245 7o TETEQ0 D 16,594
International 2,016 635 ’ 707 - - N VAL 3,380
$ 14174 4,792 2,550 ¢ o .$39,748

Total -

$ 18,232 $
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. that default by counterparties to these contracts results in the loss of any- -
‘gains that may have accrued. ‘All contracts are held with counterparties’
. rated “A” or higher, with 85% as at December.31, 2000 (1999 86%) of
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> Upon demutualization, Manufacturers Life was required, under the ICA,
{0 maintain two separate accounts within its general fund: one forits:
" participating policies and one for its non-participating policies. For partic

, ‘ipating policies inforce as at September 23, 1999, separate sub-accounts '
-were established within the participating account. These sub-accounts

permit this participating business to be operated as separate “closed

“ blocks" of business:

As at December 31, 2000 17% (1 999 - 76%) of actuarial Irablhtles
related to the participating policyholders' account are |ncluded |n the

" closed blocks.

b) Assets backing liabilities and equity .
The Company has established a target invested asset poitfolio mix which,
takes. into.account the risk attributes of the liabilities supported by the

- assets, expectations of market performance, and a generally conservative

investment philosophy. Assets.are segmented and matched to liabilities

- with similar: underlying characteristics by, productline and major-

.<Total

»currency Llabllmes wrth rate and term guarantees suchas annurtres

and pensrons are predommantly backed by fi xed rate mstruments such .
as bonds and commercial and morigage loans. lnsurance products such. :
-as pamcrpatlng whole life insurance; are backed by a broader range of

asset classes. The Company's equrty is primarily invested in North -

' "American stocks, bonds-and real estate and international secuntres

- . Changes in the fair value of assets backing actuarial liabilities would
have a limited impact on the Company's equity, as it wollld be offset by: a 5
corresponding change in the fair value of the fiabilities. The fair value of.

assets backing actuarial liabilities as at December 31 2000 was estlmated -

at $42,754 (1999 = $40,631).-

Achange in the fair value of assets supportlng capltal and other
liabilities results in.a corresponding change:in equity when recognized,
offset by changes in related liabilities when recognized. The fair value of b
assets backing capital and other liabilities asat December 31, 2000 was '
estimatedat $19,694 (1999 -318, 218) i

The carrying value of total assets supportmg actuanal llabllmes other o

llabrlmes and. capital was as follows

Individual hfe insurance

As at-December 31

- 1999

: Annuities
42000 Participating  Non-participating and pensions Other Capital Total
- Rssets .
.= Bonds $ 87108 $ 2,938 $ 11,815 $ 71,919 $ 2,490 $ 33,270
“ . Morigages 1,094 629 3,668 1,564 219 7174
Stocks 1,206 236 61 737 2,381 4,621
-“Real‘estate’, 1,291 241 44 486 1,200 3,262
“ Other 4,107 1,312 1,896 2,180 2,265 11,740
$ 15,806 $ 5356 $ 17,484 $ 12,866 $ 8555 $ 60,067 i ::
Assets s L R R Bt : CE T
« Bonds 77 $Upad8 T8 2,462 0 812,934 1§ 6,546 Y (2463 0 8 30,853::.:'{
“Mortgages e © 2607 13,845, s 310 25 G8BT.
Stocks: 1,865 182 . 77 688 C 2,026 - 4,832 4
Real estate 1,088 vy 37 11349 1,664 F3179 L
Other . 3,832 1,847 1,345 . 2,645 © 1,308 10,977
Total $ 14,174 $ 4,792 $ 18,232 $ 11,739 $ 7N $56,708

J:Asqat December 31 2000, 77% ('1 999 —76%) of assets related tothe
‘participating policytiolders’ account are included.in the closed blocks.

The net deferred realized gains taken into account in the computatron of :
actuarlal habrlmes asat December 31, 2000 were $2 082 (1999 $ 695).

- ¢) Significant reserve a«;sumptlons

The preparation of financial statements involves the use of estlmates and
assumptions; however, actual results may differ from those estimates.

’ The most significant estimation processes for insurance compames are

related to the determination of actuarial liabilities.
Actuarial liabilities have two major components, a best estimate and -

-a provision for adverse deviation. In conjunction with prudent business

"practices to manage both business and investment risks, the selection
~and monitoring of appropriate assumptions are designed to minimize

. ithe extent to which the Company isfi nanually exposed to-measurement
uneertainty. - : . : »
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* Ottier includes insurance and. non-insurance liabilities-and non-controiling intefest in subsidiaries. Capitaf represents.total equity; subordinated debr and.trust preferred securities issued by subsidiaries.: s

 Best; estimate reserve aesumptrone » ; 21
in the computatron of actuarial liabilities, best estlmate reserve assump—

tions:are made. Assumptions are made for the lifetime of the policies and: ,'

-include assumptions with respect to mortality and morbidity; investment " -
returns, rates of policy termination, operating expenses and certain taxes:’
Actuarial assumptions may be subject to change in the future. Actual
experience is monitored regufarly against the assumptions to ensure that -

:the assumptrons remain appropnate Assumptrons are discussed.in more
detall in the followi ng table. -




Mature of factor and assumption methedelugy Risk management and sensitivity te:change 00
“Rortaliyy. Moitality:relates.to the occurrenceof death, Mortality :x:7 The Comipany establishes appropriate underwriting standards to determine the;
1iand & asstmptions are based on past and emerging Company and - “insurability of applicants. Claim trends are-monitorec on an ongoing basis...
Morh;drty industry experience. Assumpuons are qifferent»ated by sex, Exposure to large claims is managed by establishing'policy retention: limits.
O underwriting class and policy type. Morbidity relates to the . hich vary by market and geographic focation. Policies in excess of the limits:are: ;
occlrrence of accidents and sickness. Morbidity assumptions: which vary by geograp ation. Polic h itsare
are based on Company and industry experience. SPERERL - reinsured with other companies. The. maximum exposure on any one life:policy
B ; B / : as at December 31, 2000 was $23 (1999 - $22). In addition, the Company carries .
coverage that insures against a catastrophic event that could entail aggregate
claims in excess of $30 but less than $150 as at.December 31, 2000 and 1999..
Mortality-is monitored monthly and recent experience has been favourable when
compared to the Company's assumptions. Morbidity is monitored monthty and..
recent experience has been consistent with the.Company's assumptions, with:the
exception of the U.S. accident and-heaith business which-has.been unfavourable. |
v when compared to the Company's assumptions. - i : S
“Investment.” | The Company matches assets and liabilities by business The Company’s policy of closety matching cash flows on the assets with those.for:. 1.
Return *-.|. segment; using investment objectives that are appropriate for the-corresponding liabitities reduces the Company's exposure to-future changes =" o
: each lirie of business. The projected cash flows from these in interest rates. Derivative instruments are-used where necessary when there is”, .4+ ¢
assets are combined with future reinvestment rates derived “+a lack of suitable permanent-investments to minimize loss exposure-to interest -
+ from the current economic outlook:and the Company's rate changes. The valuation interest rate assumes a declining reinvestment rate-in
| investment policy in order fo determine expected rates.of order to incorporate reinvestment fisk. . : : ER
return on these gssets for.all future years.‘ i <7227 TFor the Company's annuity business, an immediate and parallel-decrease in’
investment.return assumptions include expected fulure asset , " -interest rates of 1% across all maturities.in Canada, the United States and Hong
defaults; Asset defaults are projected based-on both.past Kong would increase net income and equity by $7 as-at December 31, 2000 - -
Company and:industry experience and specific reviews of the © -+ (1999 - decrease of $4).: - i R L -
current investment portfolio. S : The exposure. to asset default is managed by policies and procedures which limit: - =i, =
concentrations-by issuer, connections, rating, sector and geographic region:
Recent mortgage defauit experience-has continted to be favourable when
compared to the Company’s assumptions. Recent bond default experience has - <
been consistent.with the Company’s assumptions, with the exception of certain. %
asset classes in‘the U.S. Which have been unfavourable-when compared {o the
; Company's assumptions. - * ; SE e : sih
A Poliey™ 1| Lapse relates'ta the termination of policies due to non-payment ., The Company designs its products in order to minimize financial exposure to i 1
| Terminations | of premiurns, Surrenders relate to the voluntary termination of.~ tapse and surrender risk.-In:addition, the Company monitors lapse and surrender =}
.00 24 policies by policyholders. Policy: termination assumptions are " experience monthiy. FR O i
| bsed o e Company's xparnce adustod (o HBECSC - Gnoral, acnt aps ales v b ot tan sapectechen compard.
ic.markets and labse patterns for different types of contracts. to assumptions used in the computation of actuarial liabitities, with higher-.. "~
) ; b ) surrenders experienced on certain pension and deferred annuity business.
| Minimum The Company holds reserves using the “factor based model”. - The Company establishes appropriate underwriting standards to determine -
Guarantees as prescribed by the Canadian Institute of Actuaries. These suitability of adding a fund to the product. Twice each year,.fund performance:is
on factors vary.and are based on the nature of the segregated monitored and those funds which do not adhere Lo the given mandate are. -
Segregated fund guarantees. In addition, the Company ensures the replaced. In addition, product design d@nd premiums are reviewed:in ‘order that
Funds | adequacy of these reserves through stochastic modeling. the financial risk remains within Board established boundaries. Recent experience. -
Investment performance, mortality and lapse assumptions - .of key variables has been consistent with the industry.. "« " o Pt
are the key variables which are modeled. ’ P . L . ik . . | S

In addition to the above, assumptions are made for expenses and taxes .
{other than income taxes). Policy maintenance expenses are derived from *-

-the Company’s internal cost studies, projected into the future with an
- allowance for inflation. Explicit assumptions are made for future premium
taxes and other non-income related taxes.

Provision:for adverse deviation N :

_ The basic assumptions made in establishing actuarial liabilities:are best
estimates for a range of possible outcomes. To recognize the uncertainty
in establishing these best estimate reserve assumptions, to allow for :
possible deterioration in experience and to provide greater comfort that
the reserves are adequate to pay future benefits, the Appointed Actuary °
is required to include a margin in each assumption. e

- .-The impact of these margins is to increase actuarial liabilities and
decrease the income that would be recognized at inception of the policy. .
‘Minimum conditions are prescribed by the Canadian Institute of Actuaries
for determining margins related to interest risk. For other risks which
are not specifically addressed by the standard, a range is defined as 5%
to 20% of the expected experience assumption: The Company uses
assumptions at the conservative end-of the range, taking irito. account
the riskprofiles-of the business. IR

- .d) Risk:management == o T
- “In addition to risks related to reserve assumptions, the Company is alsp
“exposed to the following risks: SR ST T

[Foreign currency risk R e 2
The Company's strategy of matching the currency of its assets with the o
currency of the liabilities these assets support results in minimal financial - ..

" * exposure related to foreign currency fluctuations on assets backing

actuarial liabilities. . . o I
The Company also generally matches the currency of its equity with v
the currency of its liabilities except for approximately $500 as at - ’
December 31, 2000 (1999 ~ $650) which-was invested in a diversified
basket of international currencies. Aligning the currency mix reduces the L
- sensitivity of the Company's capital ratios to exchange rate fluctuations.
" 'As at December 31, 2000, assets exceeded liabilities denominated i’
foreign currencies by approximately $3,300 (1999 - $3,900), of which" .
" '$2,700 as at December 31,.2000 (1999 —$3,100) related to the United |
States dollar. The impact of a 100 basis. point increase in the Canadian -
dollar relative to the United States dollar would be a $13 decrease in net
incame for the year ended December 31, 2000 (1999 - $10)-and a $49
decrease in equity as at December 31, 2000_(1 999 - $56). - =
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i quwdity rlsk

Liquidity risk is the risk that the Company WI|| hot have access o
sufficient funds to:mest its liabilities as they become due. Certain of the

- *. Company's policies have features that allow them to be terminated at

short notice, creating a potential liquidity exposure. In-the normal course

- of business, the Company matches the maturity of invested assets to the

maturity of-actuarial liabilities.
As at December 31, 2000, the Company had rmmedlate strateglc

. liuidity of $29,811 (1999 - 527, 855). -

- Refnsurance risk

“In-the normal course of business, the Company fimits the amount of loss

on any one policy by reinsuring certain levels of risk with other insurers. -
In addition, the Coipany.accepts reinsurance from other reinsurers.
Reinsurance ceded does not discharge the Company’s fiability as the '
primary insurer. Failure-of reinsurers to-honour their obligations could

restilt in [osses to the Company; consequently, aliowances are established.

for amourits deemed uncollectible. in order to minimize losses from
reinsurer insolvency, the Company monitors the concentration: of credit
risk both geographically and with any one. reinsurer. In addrtron, the -
Company selects reinsurers with high credit ratings.

As a result of ceded reinsurance, actuarial liabilities ‘have been reduced

by $1,677 as at December 31, 2000 (1999 - 81, 553).-
The effect of reinsurance on premlum income was as follows

1999

. (For the years ended December 31 2000
Direct premium income., $ 8120 $. 7.410
Reinsurance assumed: . 867 1,780
Reinsurance ceded ) (472) (518)
Total premium income $ 8515 '$ 8,872

- Note 5 Income Taxes

46

e) (hange in actuar mi habzhucs
Change in actuarial liabilities during the year was caused by the followmg
business activities and changes in actuana| estimates:

1999

Br the years-ended December 31 2000
Balance, January 1 $ 39,748 $.738,738
“Normal change IEOR
New policies 652 “ 3706
Inforce SRR P 77 : 160
Changes in methods and assumptlons o 93 el 3)
Changes:due to assumption : L
reinsurance agreement : c LT BB
“Currency impact - - 814 (1,618):.
$ 41,384 $ ‘39,748

Batance, December 31

Dunng the year, reserve changes were made to reﬂect updated experience

- ;and claims assumptions in several business lines, and reserves were.

strengthened to reflect increased provisions related to certain savings
products and an updated assessment of credit risks for certain asset”
classes. Reserves for segregated fund and similar products with maturlty :
and death benefit guarantees were strengthened slightly to reflect an »
improved risk assessment process involving stochastic modeling. -
Provisions for unreported claims are included with policy beneflts |n
the course of settlement on'the Consohdated Balance Sheets .

- Theeffective income tax rate fo the consolidated provision for income
taxes varies from the income taxes computed-at the Canadian statutory

tax rate of 42% as .at December-31,:2000 (1 999 43%) for the followmg
reasons

’ Reconclhauon of income tax expense'

: FFor the years ended December 31

2000

} For the years ended December 31 1999
Income tax at.Canadian statutory rates $ 563 $ 502
increase (decrease) in tax due to: s
Tax-exempt investment income: . (74) (18)
Differerices: in tax rates on income i
_not subject to tax-in-Canada (222) (181)
Recognition of tax benefit s L
from prior years ) GO I 20
Changes in future tax assetfrom’ .- :
" statutory rate changes T 32 =
Other ) 34 - 6
Income taxes ' $ 273 $ 302

HOTES TO FINANCIAL STATEMENTS "MFC 2000 ANNUAL REPORY

Componems of income-tax expense lncluded in the Consolldated
Statements of Operatlons are:: : g

2000 1999

_Canadian income:tax expense {benefit): - e Y

Current taxes - $ 86 7% B2

" Future taxes ; 21 - (32).

. . : ‘$ 107 $. .30

‘ Forelgn income tax expense (benefit): ' C

“Current taxes L $ 156 . 8 {34)

Future taxes ) 10 306

o N ‘ $ 166 . $: 212
“Income tak expense. - s 213 53020

The amount of income taxes pard in cash during the year ended
December 31, 2000 was $103 (1999 - $61).

Undistributed earnings of non-Canadian subsidiaries may’be_
taxed upon repatriation to Canada. The Company has recognized a
future tax liability on these undistributed earnings to the extent that
management expects it will be incurred onearnings repatriated in the
foreseeable future. T




The followmg table presents future |ncome taxes |n total and the -

pnncrpal components

[ as at December 31 ’ : 2000 1999
Fiuture income tax asset: - _ : .
 Actuarial liabilities. N8 283 L e S 4604,
" Gains on sale of invested assets - 7 T 471 G5 A
.Other = : 360 T V]
. E : $ 1,103 . $° 1,198
Valuation allowance - T (156)- ST (245)
Future income tax asset - $ 047 . $ 053
Future income tax liability: o
Real estate $  (260) $(232)
Securities (100) ; (129}
Other (72) (63)
Future income tax liability i ) $  (432) $-(424)

Net future income tax asset ) $ 515 $.. 529

Nb"lﬁ‘lﬁlé ‘Subordinated Debt

-those Iosses

As at December 31, 2000 Manullfe Financial-and its subsldranes have

approxrmately $912 (1999~ $401) of tax loss carryforwards avallable

‘none of whict expire.in 2001. These taxloss carryforwards caf be

applied against future proflts of the companles that have lncurred '

“Fair value

'mal December'31 : 2000 - 1999
7% U.S. dollar I $ 375 i .7 8.361
8%9% UK. pound : RERE 213 ¢ 221
Total T : v $ 588 - $ 582
S $ 613 $ 588

The fair valuie-of subordinated debt is determined by reference to current

" market prices. Both issues form part of the Compary’s regulatory-capital.

To reduce exposure to foreign currency fluctuations, derivatives are used -
1o convert the U.K. pound debt into Canadian and U.S. dollar liabilities.

“The cash amount of interest paid during the year ended December 31,00

2000'was $47 (1999 - $48).

Note 7 Trust Prefew‘*ed Securities Isued by Subsidiaries

ay 7 7/8 % L dollar sub(n dinated notes
Durlng 1995, the Company issued U.S: $250 {$341) in 7.7/8:% ¢
subordinated notes due April 15,-2005. “This debt Wasiissued.as-a pnvate
placement under Rule 144A of the Securities Act (Unlted States).”

by 8.1/4 % UK. pound subordmated notes
:On January 1,:1996; on amalgamation with North American Life -
Assurance Company, the Company assumed £100 (3202) in 8 114%

-_subordinated notes redeemable on November-17,:2003. Concurrently,

£5 (310) of debt, which was held by the Company, was extinguished. -

f As at December 31. 2000 1999
$ 756 $ 735

Trust Preferred Securities

' Caprtal Trust Pass-through Securities Units of US. $500 ($672) were

issued by subsidiaries of Manulife Financial in January 1997, maturmg

“ - February 1, 2027.

Each unit consists of one 8.25% Trust Preferred Secunty issued by

i 'the trust subsidiary, and one 0. 125% preferred purchase contract, issued "
- .by Manufactirers Investment Corporation ("MIC”). The trust subsidiary's
onIy asset is an investment in notes issued by MIC. Holders of each

purchase contract may be required to purchase 20 non-cumulative
perpetual preferred shares, Series A of MIC, at U.S. $50 per share. N
Holders may satisfy this purchase by delivering the Trust Preferred:
Securities.to MIC in-exchange for the perpetual preferred shares.
" The Securities Units were issued as a private placement under
Rule 1444 of the Securities Act (United States). ’
From the Company’s perspective, the issue is equivalenttoa -
combination of 8.25% subordinated debt maturing February 1, 2027

. and an option exercisable by the Company, requiring contract holders
“"to purchiase an equivalent amount of perpetual preferred stock in MIC. .
. The securities form part of the Company's regulatory capital. .
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Nore 8 Demutualization

- Manufacturers Life was organized as-a mutual life insurance company

_ until Septerber 23, 1999, On that date, Manufacturers Life converted to. "

 a stock life insurance company with common shares following approval
of its plan to demutualize by policyholders and the Minister of Finance
_{(Canada). Manulife Financial Corporation (*Manulife Financial,” the

" “Company") was incorporated on April 26, 1999 under the [nsurance

.~ Companies Act (Canada) and on:September 23, 1999, became an

~ insurance holding company owning all of the outstanding shares of

Manufacturers Life. To effect the conversion, the Company issued a s
- total of 501 million common shares, of which 38 million were issued to

certain underwriters at $18.00 per share and 100 million common shares -

were sold in a secondary offering by-a custodian on behalf of certain
policyholders who elected; or were otherwise required, to sell their
common shares pursuant to the Plan of Demutualization. The remaining: -

~ 363 million common shares were retained by policyholders and givena -+

Note 9 :Share Capital

" total nominal value of one dollaf in the Company's records.- Proceeds "
_from the shares issued to the underwriters amounted to $694 and Sl
“were used to fund payments by Manufacturers Life, in lieu of common . .-

shares, to certain policyholders in exchange for their ownership rights. 23 ‘

All costs of services provided by outside vendors in respect of the
" conversion, amounting to $31 net of taxes, were treated as-a capital -~ <.
*transaction and, upon demutualization, were deducted from the surplus:

of Mariufacturers Life. All costs of the secondary offering, amounting to
$58 net-of taxes, were freated as a capital transaction and deducted from
the stated capital of the Company.-Ali costs were paid from-the general
fund of the Company. B e
The assets, liabilities, equity and results of opefations. of B y
Manufacturers Life have been presented in the consolidated financial

. statements of Manulife Financial Corporation ona coqtinuity of =
“interest basis. : : e S

The authorized capital of the Company consists of:
4). an unlimited number of common shares without nominal or par value;
and : -
_b) aftunlimited number of Class A and Class B preferred shares without
nominal.or parvalug, issuable in series.
O October 7, 1999, the Company announced the establishment of a
normal course issuer bid program on The Toronto Stock Exchange (the

. “Exchange”) authorizing the Company to purchase up+to 25 million com- .. .

% mon shares, representing approximately 5% of common shares issued
and outstanding at the time. The normal course issuer bid, accepted by

" the Exchange, commenced on October 12,1999 and expired on October .

11, 2000. Transactions were executed on the Exchange at the prevailing

market price in amounts and at times determined by the Company. Any. '

shares purchased as part of the bid were cancelled.

in 2000, the Company purchased and subsequently cancelled 12 mils .-

lion (1999 — 7 miflion) of its common shares at atotal cost of $206- (1999
- $128). Common shares outstanding were reduced by $16 (1999 - $8)
and retained earnings were reduced by $190 (1999 —$120). )

Nore 10 Stock-Based Compensation

As at December 31, 2000, the Company had 482 million (1999~ 494 mil-

fion) commonshares issued and-outstanding.

1099 1

. Under the Company's Executive Stock Option Plah ("ESOP"), stock

options are periodically granted to selected employees. -Options provide-: .

the employee with the right to purchase common shares at an exercise
price equal to the closing market price of the Company's.common shares’

on The Toronto Stock Exchange on the business day immediately preced- -

ing the date the options were granted. The options vest over a four-year
period and expire not more than 10 years from the grant date. As at
December 31, 2000, a total of 36,800,000 common shares have been

_ reserved for future issuance under the ESOP. )
The Comipany also granted deferred share units ("DSUs”) to certain -

employees. The DSUs vest over a four-year period and each unit entitles .

the holder to receive, at the Company's discretion, either one common
share or the equivalent cash value on retirement or termination of
employment. The DSUs attract dividends in the form of additional DSUs
at the same rate as dividends on the common shares. As at December 31,
2000, no options or DSUs were granted to directors who are not full-time
employees of the Company. The number of DSUs outstanding was 3 mil-
lion as at December 31, 2000. - ’ R
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2000
Number Number
of shares of shares - :
For the years ended December 31 (in millions) Amount - (in wiillions) . “Amount - .
Common shares : - T
Balance, January 1 : 494 $68 0 =SS
Issued in publicoffering (ote8) - Z S 3By 694
< |ess: issue COSLS, AR e
. net of taxes (note 8) SR (58)
_ . s 628 %636
issued to- policyholders (note 8) - - 4637 e
Normal course issuer.bid — . [ o
purchased for canceliation (12) (16)-.. (75 ~{8) -
Balance, December-31 ] 482 $ 612 = 494 . $:628
t . Number Weighted
A As at and for the year ended of options average
December 31, 2000 (in millions)  exercise price Expiry i
‘Options : :
Granted 5 $ 31.60
Outstanding, December 31 5 $ 31.60 October 2010 .
Exercisable, December 31 1 $ 31.60 Lo E

Effective January 1, 2001, the Company established the Global Share - :
Ownership Plan for its eligible employees and the Stock Plan for Non-i: - =
Employee Directors. : W IR

" Under the Company's Global Share Ownership Plan, qualifying
employees can choose each year to have up to 5% of their annual base
earnings withheld to purchase common shares of Manulife Financial.:
Subject to certain conditions, the Company will match 50% of the
employee's eligible contributions. The Company’s contributions vest "
immediately. All contributions will be used by the plan trustee to purchase

~.common shares at the.end of each month in the open market.




) NoTs 11 :'Etzmz'ngs»Pei.’ Share

| For the years ended December 31 - . - ) - 2000 1999
" Basic earnings per share - Lot e
Net income attributable to shareholders . ¢ -

‘_ (after demutualization) " 7 i - ° s $ 1075 5. 0% . 267 ;

Weighted average number of shares ou;sténdirig 483 million ~* 499:million

Basic earnings per share : . $ 2225 053

Adjusted basic earnings per share

Adjusted net.income attributable to:shareholders $ 1,075 $.  8H4
483 million . - 501 million

Adjusted basic:earnings per share® = $ 22 $ - 115

Weighted average number.of shares outstanding

(1) Adjusted basic:earnings-per share for.the year:ended December 31, 2000 is-the same as basic
earnings per share: - : ’ ’

. N}dTEI 12 Investment in Manulife Century Life Insumhcé Company

" Basic eamings per share for the year was calculated usingnet income: Fi
" attributable to shareholders for the year ended December 31, 2000 and -
“the weighted average of the number of shares outstanding for the year::

Basic earhings per share for the comparative period was calculated | &

* using net income attributable to shareholders after demutualization from: ="
 September 24, 1999 to December 31, 1999 and the weighted average of " .
the number of shares outstanding for that period. -Adjusted basic eafn- -
ings per share for the year ended December: 31, 1999 was derived by '+

using net income attributable to shareholders after demutualization plus: '
het income.attributable to mutual operations prior to demutualization-and. -,
the weighted average of the number of common shares outstanding for:
the year ended December'31, 1999, assuming that common: shares, '
issued for demutualization and the-initial public-offering: were outstanding.
at the beginning of the year. - B ERE AR A

~.In"April 1999, the Company entered the Japahesé life insurance market: -
.’ by establishing a new life insurance company, Mantife.Century Life ™~
“Insurance Company ("Manulife Century Life"), with a local company; -
Daihyaku Mutual Life insurance Company.(*Daihyaku Mutual”). . - -

" To establish Manulife Century Life,-in March 1999, the Company and -
Daihyaku Mutual each contributed Yen-40 billion {$515) in cashto-be ™
tised for operating capital purposes and to acquire, for Yen 40 biliion
($515), the business origination capacity of Daihyaku Mutual's sales .-~

“force, its operations infrastructure, including tangible and intangible .-
assets, material contracts and goodwill, and its business rights to sell.”:
" new policies. While the Company and Daihyaku Mutual each initially
~.owned 50% of the equity of Manulife Century Life, the Company owned.
74.6% of the voting shares and controlled the Board of Directors.
At that time, the total consideration which could have been paid by
Manulife Century Life to Daihyaku Mutual for the business infrastructure
acquired was expected to effectively range from Yen 15 billion to Yen 100

billion. in addition, Manulife Financial's equity interest in Manulife Century -

_Life could have increased over time. The total effective consideration
which could have been paid and the ultimate equity interest were collec-
tively dependent on Manulife Century Life's financial performance over
‘the 15-year period following closing. The Company recorded an additional
.Yen 15 billion in goodwiil and non-controlling interest in subsidiaries with
respect to potential additional payments following closing. ;
This transaction was accounted for as a purchase and accordingly, the
assets acquired by Manulife Century Life were recorded at their estimated
“fair values of $2 at the date of acquisition. The excess of the purchase
Jprice over the fair value of the assets acquired was recorded as goodwill
{included in Other, Miscellaneous assets) and is being amortized on a
straight-line basis over 20 years. .
Effective May 31, 2000, a business suspension order was issued
against Daihyaku Mutual by regulatory authorities.in Japan and on

7 June 1, 2000, administrators were appointed to;manage Daihyaku i

Mutual's business. At that time and in accordance with the transaction, -

" structure between Manulife Century Life, the Company and Daihyaku

Mutual, the totat consideration which could have been paid by Manufife”
gentury Life to Daihyaku Mutual for the business infrastructire acquired "
was estimated not to exceed Yen 40 billion. The total consideration paid
and ultimate equity interest were dependent on Manulife Century Life's
financial performance over the 5-year period following closing. Potential
additional payments of Yen 15 billion recorded as goodwill and as - -

" nen-controlting interest in subsidiaries as at March 31, 1999 were revised '
.; effective May 31, 2000 to reflect Manulife Century Life's expectation that = o
-~ such additional payments were no longer required. .

w: Subsequent event

On January 25, 2001, the Company announced the signing of a deﬁhitive e

‘agreement between Manulife Century Life and the administrators of = . “:7 7
‘Daihyaku Mutual to assume Daihyaku Mutual’s existing insurance poli--.+ >

cies. The completion of the transfer of insurance policies, scheduled to :
occur on April 2, 2001, is subject to the receipt of approval by regulatory ™~ ¢
authorities Iin Japan and Canada and Daihyaku Mutual's policyholders.

As a result of this transaction, the Company estimates that the fair

value of the tangible assets to be transferred at closing and included in its' ‘

general fund assets will be approximately $16.7 billion:(Yen 1.3trillion). -+ -
The value attributed to any intangible assets has yet to be determined. - S
Policy liabilities and other liabilities will increase by an amount commen- -
surate with the total assets. These values:are estimates and are subjectto™.
adjustments, once the closing balances have been finalized. : ’
On this date, Manulife Financial agreed to acquire Daihyaku Mutual's. - ..
minority interest in Manulife Century Life, making Manulife Century Lifea- -

» wholly owned subsidiary of the Company.
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. -Other i = - Other
Pension. benefits employee benefits B Pensuon benems employee benefits

For the years ended December 31 2000 1999 2000 1999 For the years ended December 31 2000 1999 - 2000 - 1999
Change in benefit-obligation: ' ; Defined benefit service cost $ 27 $-19 $ 6 56

Balance, January 1 $ 594 $ 612 $ 114 - %107 Defined.contribution ) e o

Service cost 27 19 6 - 6 service cost -7+ 13 A1 % - et

Interest cost .~ 40 37% 8§ T frterestcost =+ . 40 31 8. Al

" Plan participants” : : Expected returni on pian assets (48) {42y R
contributions; . 1 10 - =~ Net arortizations and deferrals 3) 2 5) (4)”

‘Amendments 2 - - - Net benefit expense: .. $ 20 %27 $ 9 %9

Actuarial toss (galn) 45 - (33) 9) ) . : - - .

Benefits paid (38)°- . 42)" @- . @ ,

Currency 4 )" 1. (2) ; ) Pension benefits
Balance, December 31 $ 675 $-504 - $ 118 .. % 114 For the years ended December 31 2000 1999
Change in plan assets: - Weighted-average assumptions:

Fair value of plan assets,” Discount rate ' 6.8% 1:3%

January 1 : $ 666 $ 647 $ - § - Expected-return on-plan assets 8.1% 8:3%:

Actual return-on plan.assets 48 - 68 - - Rate of compensatlon increase 3.4% . 3‘4% :

Employer contribution - iim 2 ' w

‘Plan participants’ SR . Assumed health carecost. trends havea srgnlf icant effect on the amounts :

contributions* 1o - =2 Tepofted for the health care plan: The impact of 4 100 basis- pornt change e

Benefits paid (38) {2 (42) - @ @ in assumed health care cost trend rates would be as follows‘

Cufrency 5 L (8] _ TR
Fair value of plan assets, R : AREEIC I SR

December 31 . $ 682 57666 $ - gL 100 basis—point 100 basis-point -+

R . : increase decrease

) Effect on total of servrce and interest costs 3 ().
- Other Effect o post- employment benefit oblrgatlon 20 (18);
Pension benefits employee Dbenefits g -
As at December 31 2000 1999 2000 1999
Funded status; end of year $ 7 % 72 ${118) $(114)
Unrecognized net actuarial gain (28) (70) (84) (59)
Unrecognized initial ’ . 5
* transition gain | (13) (17 - -
Unrecognized prior service cost 15 15 - -
_*Accrued pension fiability $(19). %~ $(182) $(173)
Amounts recognized in_ .
the Consolidated Balance:”
Sheets consist of: :
Prepaid benefit-cost- $ 127 $ 121 $ - -5 -
“Accrued benefit liability (1486) (121) (182) (173)
Accrued pension liabitity $(182): . ${173)

50

NoTe 13 Pensions and Other Po&t;Em‘p'loyhvzeni, B"ene'ﬁt»s,' e

© . The Company malntams anumber of pensioh and benefit plans for its
- eligible employees and agents. lnformatlon aboit the Company s benefit.

plans,.in aggregate is-as follows:.

Components of the net beneflt expense are as follows:
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Note 14 -Commitments and Contin;gencies

2) Lct,al p1 o ccdmgs

The Companyis subject to:legal actions’ arrsmg in the ordlnary course of
biisiness. These legal actions are not expected to have a material adverse
effect on the consolidated financial-position of the:Company.

b) Investment commitments

‘I the normal course of business, various investment commitments -

are outstanding which are not reflected in the consolidated financial
statements. There-were $267 of outstanding investment.commitments

as at December 31, 2000, of which $54 mature in 30.days, $194 mature : fv '
in:31 to 365 days and $19 mature in 2002 or later. There were $193 of * - ;

outstanding investment.commitments as at December 31,1999, of which
$44 matured in-30 days, $125 matured {n 31 to:365 days and $24 mature
in-2001 or later.- )

¢ Letters of credit :

The Company issues letters of credit in the normal course of business.
As-at December 31, 2000, letters of credit in the amount.of $1, 434 -
(1999 - $887), including $13 (1999 ~ $13) against which assets have

been pledged; are outstanding. *

(}) P]edcred assets

Inthe normal course of business; certain:of. Manullfe Fmanmal S :

. Total -

subsidiaries pledge their assets as security for habllmes mcurred
The amounts pledged were as follows :

: 2000 - 1999

" As at December 31 Bonds Other Bonds Other

In respect of:._ ) '

-~ Securities:lent $1,279 5 - $1.074 5 -
tetters of credit 13 - 13 -
Derivatives - : - 20 - 3
Regulatory requiirements 38 - 135 -

$1,122 $ 3

$1,330 § 20

Nore 15 Fair Value ofFinancial‘_Instruménts :

e) (,.apttal 1th111 ements -
Dividends and-capital distributions-are restncted under the Insurance

,-VCompames Act (Canada) ‘(*ICA"). The ICA requires Canadian msurance

companies to maintain at all times minimum levels of capital (which .
principally includes-common shareholders’ equity [including retalned
earnings], non-cumulative perpetual preferred shares, subordinated debt
-and the participating account) calculated in accordance with the Minimum
‘Continuing Capital and Surplus’Requirements. In addition to the require: ..

*"ments under Canadian law, the Company must also maintain minimum
levels of capital for its foreign subsidiaries.” Such amounts of capital

are based on the locat statutory accounting basis in each jurisdiction.
“The most significant of these are the Risk Based Capital requrrements

- for the Company's United States insurance subsidiaries. The Company; -

miaintains capital well in-excess of the minimum required inall foretgn
jurisdictions in which the Company does business.

“There are additional restrictions on distributions in foreign Junsdrc- '

tions in refation to shareholder dividends. In the United States,. regulatory
approval is required if a shareholder dividend distribution from a United- :
States subsidiary company to the parent company wold exceed that sub-

sidiary company's earned surplus. Regulatory approvalis also requrred i o :
+“the distribution (together with other distributions during the previous :
.. year) exceeds the greater of the subsidiary’s statutory net operating

income for the previous year or 10% of its surplus determined at the end ~

of the previous year. The determination must be made in. accordance with
statutory accountmg prmclples In 2000, the maximum amount of*

shareholder dividends transferable from a United States subsidiary to the
parent company without permrssron was_ Us.$92 {1999 - U.S. $61);

) Participating business

In some territories where the Company maintains partrclpatrng accounts
there are regulatory restrictions on the amounts of profit that can'be

transferred to shareholders. Where applicable, these restrictions generally
“take the form of a fixed percentage of the policyholder dividends.For Sl
 participating business operated as separate “closed.blocks,” transfers are " : <.+
» governed by the terms of Manufacturers Llfes Plan of Demutuallzatuon o

Financial instruments refer to both on- and off-balance sheet instruments
and may be assets or liabilities. They are contracts that ultimately give
rise to a right for one party to receive an asset-and an ‘obligation for
another party to deliver an asset. Fair values are management’s best
estimates of the amotnts at which instruments could be exchanged in a
current transaction between willing parties and are generally calculated

" based on the characteristics of the instrument and the current economic

and competitive environment. These calculations are subjective in nature;
involve uncertainties and matters of significant judgement and do not
include any tax impact. ' '

Both the fair values and the basis for determining the fair value of
invested assets, actuarial liabilities, borrowed funds, subordinated debt
and derivative financial instruments are disclosed-in notes 3,4, 6.and

186, respectively.

The fair values of accrued investment income, outstanding premiums, -~
other miscellaneous assets, policy benefits in the-course of settlement
provision for unreported claims, policyhoider amounts on deposit™
and other liabilities approxrmate their carrying values, due to thelr
short-term nature.

The fair value of banking deposits is esttmated at $586 as: at .

December 31, 2000 (1999 — $329) compared to a carrying value of $592 :

as at December 31, 2000 (1999 — $333). The fair value of these financial

~“instruments is determined by discounting the contractual cash flows,

using market interest rates currently offered for deposits with similar
terms and conditions. ’
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S Credit Risk-
As at December 31 Under 1 105 Over § risk weighted
2000 year years years Total Positive Negative Net equivalent amount
' - Interest-rate contracts;

.- Swap contracts.: $ 403 $ 1,405 $ 1,564 $ 3,372 34 $ (34 ¢ - $ 49 $ 17
Futures coritracts 65 - - 65 - - - - -
Options written - - 32 32 - - - - -

" Sub-total $ 468 $ 1,405 $ 1,596 $ 3,469 34 $ (34 8 - $ 49 $ 17
Foreign exchange:
Swap contracts 502 703 666 1,871 18 97) (79) 108 31
" Forward contracts 2,930 - - 2,930 45 11 34 74 20
-Equity contracts 435 33 - 468 7 (25) (18) 26 3
Total $ 4,335 $ 214 $ 2,262 $ 8,738 104 $ (187) $  (63)
1699 -
Iriterest rate contracts: . G : : B i’ :
‘Swap contracts $° 26377 7§ 1328 31527 083,118 SR ) :
Futures contracts: 165 N £ 185 s TR = & -
Options written 1 TR . 387 - ey = = =
Sub-total $ 435 % 1,328 $- 1,558 $ 3321 39 $- . (3h) $ - 4 $ 69 $ .22
[Foreign exchange: o ' . ; R
Swap contracts = 1,034 480 1,514 64 (33)" co3 152 e 34
Forward contracts 2,052 - - 2,052 55 (Y. 51 75 16
Equity contracts 17 13 - 184 20 = 20 28 T
Total. - $:2,658 $ 2,375 - % 2,038 $°7,071 178 - % $ 106-  $& 324 $ 79

S :

" Note 16 Derivative Financial Instruments -

Derivative financial instruments are financial contracts, the values of -
Which are derived from underlying assets or interest or foreign exchange:
rates. 1n the ordinary course of business, the Company enters-into -
primarily over-the-counter. conitracts for asset liability management .
purposes. Derivatives such as foreign exchange contracts, interest rate
and cross currency swaps, forward rate agreements and equity options -
. are used to manage exposures to interest rate, foreign currency and

* equity fluctuations in order 10 ensure a consistent stream of earnings.

" Interest rate and foreign exchange swaps are contractual agreements:
betiveen the Company and a third party te exchange a'series of cash”
flows: For interest rate swaps, counterparties generaily exchange fixed
and floating interest rate payments, based on a nofional vaiue in a single
currency. For foreign exchange swaps, fixed interest payments-and
notional amounts are exchanged in different currencies. Notional amount
represents the amount to which:a rate or price is applied in order to

. calculate the exchange of cash flows. The notional principal amounts

are not |ncIuded inthe Consohdated Balance Sheets.

Replacement cost represents the cost of replacrng at current market
rates; all contracts with-a positive fair value. The amounts do not take into--
consideration legal contracts which permlt offsettmg of posmons or any
collateral which may be:obtained.
Credit risk equivalent is the sum of replacement cost and the potentlal
 future credit exposure. The potential future credit exposure represents: : -
- the potential for future changes in value based upon a formula prescnbed'
- by‘OSF.
Risk-weighted.amount represents the credlt l'lSk equwalent welghted
vaccordmg to the credttworthmess of the counterparty, as prescnbed Sy
by OSFI. =
Fair value is. summanzed by denvatlve type and represents the et
unreallzed gain-or loss, accrued interest recelvable or payable, and
premlums paid-or received.
The Company has the following amounts outstandmg

Remaining term to maturity (notional amounts)

Fair value
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Note 17 Segmented Informatzon

, The Company provndes a wide range of financial products and services; -+ - -tesponsibility and develops products, services and distribution Stratégiés
'including individual life insurance, group life and health insurance, ™. : - .. ~ --based on the profile of its business and the needs of its market.. . o
pension products, annuities and mutual funds to individual and group', -~ .- - “The accounting policies of the segmenﬁs are the same as those™*
customers in the United States, Canada and Asia.-The Company-also .+ ‘described in note 1, Nature of operations: and sugmf icant. accountmg
offers reinsurance services, primarily life and accidentand health . policies.
reinsurance; and provides investment management services with respect " -: The results of the Companys business’ segments differ from
to the Company’s general fund assets, segregated fund assets and mutual geographic segmentation primarily as-a consequence of segmenting
funds and, in Canada, to institutional customers.. . .. the resuilts of the Company's Reinsurance Division.into-the different .
The Company’s business segments include the U.S., Canadlan geographic segments to which its business pertainis. '
Asian and Reinsurance divisions. Each division has profit and loss ’
By segment )
e ; : u.s. Canadian Asian Reinsurance .
For the year ended December 31, 2000 e Division Division Division Division Other Total
Revenue : e
Premium incoime R T ;
Life and health insurance™ 5 & .50 o 50 Ao $ 1,662 $ 1,882 $ 1,740 $ 768 $ - $ 6,052
Annuities and pensions : S 1,686 606 171 - - 2,463
Total premium.income KA R $ 3,348 $ 2,488 $ 191 $ 768 $ - $ 8515
Investment income- - e 1,925 1,587 353 194 291 4,350
Other revenue - - BT e 885 249 80 22 51 1,287
“Total revenue : il $ 6,158 $ 4,324 $ 2,344 $ 984 $ 342 $ 14,152
Interest experise ’ R T s 51 § 40 $ 2 $ 4 $ 191
* \ncome before income'taxes <. .. § 645 $ 350 $ 206 $ 132 $ 8 $ 1,34
Incorme taxes e Sl (168) {75) (13) (24) 7 (273)
Net income I s A R e N . 1L $ 275 $ 193 $ 108 $ 15 $ 1,068
" Rmortization of realized and unrealized gains $ 255 $ 119 $ 39 $ 6 $ 224 $ 643
Segregated fund deposits : : $ 12,650 $ 1,681 $ 446 $ - $ - $ 14,777
- As at December 31,2000 .
Actuarial fiabilities - $ 20,180 $ 16,130 $ 4,041 $ 819 $ 214 $ 41,384
Funds under management
General fund $ 25,105 $ 21,097 $ 7223 $ 3,259 $ 3383 $ 60,067
““Segregated funds o ’ ‘ 44,370 9,394 1,144 - - 54,908
Mutual funds I - 1,359 204 - - 1,563 )
Other managed funds b o - - 748 - 6,234 6,982
By geographic location . ) ) . ) . ; :
[ For the year ended December 31, 2000 RN _ " United States Canada Asia Other Total
‘Revenue i i
Premium income c . :
Life and health insurance . . : $ 1,966 $ 1934 $ 1,745 $ 407 $ 6,052
Annuities and pensions - ' ' 1,686 606 17 - 2,463
Total premium income T . % 3652 $ 2,540 $ 1916 $ 407 $ 8515
Investment income ) 'v ’ 2,025 1,944 354 27 4,350
Other revenue ) 899 288 80 20 1,287

Total revenue ' S $ 6,576 $ 4772 $ 2,350 $ - 454 $ 14,152
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" By segment : :

U.s.

Reinsurance "

. S L - .- Canadian Asian SR :
For the year ended December 31, 1899 Division Division- Division * Division G Total
Revenue . [ R co i N
Premium income heg o S L S _
Life and health.insurance " .- %0703 $_ 2,416 $-0.1.431 $72816 2.0 $'.6,368:7 "
Annuities and pensions 1,390 - B12 : 102 = - 52,304
Total premium income ©$ 3,003 . $ 3,228 . $.- 1,533 $ 816 2 ..-% 8672
Investment income 1,888 L1607 310 169- 3057 .. 4369
Other revenue 678 197 69 11 60 1,015
Total revenue $: 5,659 $ 5122 $ 1,912 $ 996 367 $. 14,056
Interest expense’ . § w2 3 35 $ 35 $ 2 85 $. 1790
Income before iricome taxes . " $ 561 FRORTYY R S S8 S TYREE S SRR 1 s '1”,168> :
* Income taxes : (198 w81 o2 ' (40) any @02
Net income $ 365 ¢ 233 $: 139 % 105 .24 $- 866
Amortization of realized and unrealized gains 5 . 347 TRl Y. s 164 080 18]
Segregated fund deposits $ 9,031 $ . 1,347 $.. 331 $ : - 1§ 10700
As at December 31, 1999 o N
Actua_rial'liabilitie; $.19,310 $ 16,441 $ 3,086 $ 775 136 “$ 39,748
Funds under management Lo . RO
General fund . $ 23648 % $720,700 $ 5,763 “§. 22,704 380377 178 56,708
‘ Segregated funds . .- 39,386 . 8,341 S P VI Sie Lo 49,055 .
Mutual funds e L 1,477 =164 = e = i.1.641
~'Other managed funds . Z Y = = 4,732° 4732
By geographic location
: ] For the year ended December 31, 1999 United States Canada Asia Other . Total
Revenue
_ Premium income : ) ‘ E
Life and heaith insurance $ 2,110 ~$’ 2;535 $ 1,435 -~ 288 $ 5368 .
‘Anriuities and pensions 1,390 © 812 102 - = 712,304
Total premium income $ 3,500 $°:3,347 $. 1,537 288 $ 8672
Investment income 1,986 2,028 313 a5 4,369,
Other revenue . - 690 ‘238 2P 89 18" 1,015
'$ 6,176 $ 5610 $ 1,919 351

Total revenue: ;.
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Nore 18 Material Dz'jﬁrehcé& Berween Canadian and United States Generally Ziccep ted Hc&bdﬁting\:Prihczﬁlesb -

“The consolidated financial statements of the Company are presented in accordance with Canadian GAAP. Canadian GAAP differs in certain material respects G
from accounting principles generally accepted.in the United States'(*U:S: GAAP"). The following is a summary of such material differences; - ok

a) Reconciliation of Canadian GAAP net income and equity to LS. GAAP net income, comprehensive ‘income and equity

; Net income : Equity .
For the years ended:Deceniber 31 2000 : 1999 2000 1999
Net income and equity determined.in accordance with Canadian GAAP $ 1,068 $ - 866 $ 721 $ 6,454
Bonds (252) (414) 798 102
Mortgages m 59 (123) T (a13)
Stocks 1653 (212" 1,931 Sl
‘Real estate (81) 1{23) (762) 5 (669)
Actuarial liabilities {1.017) (311) (4.974) -7 {3.862)
Deferred acquisition-costs 904 B55 5,217 TR 4,221
Deferred revenue . (94) . (80) (273) Can)
Future income taxes . 43 (15) (3718) 21
Demutuialization expenses®™ - (33) - =
Othér reconciling items : (58) 120 g5 153
Net income and equity determined in accordance with U.S. GAAP $ 2,159 $ 7152 $ 8,742 $ - 6,878
Foreign currency translation : g . 102 (208} - g .
Effect of unrealized gains and-losses ‘on available-for-sale-bonds and stocks: . T
Bonds - . : : : 1334 {2,879) 1,291 (43).: -
Stocks (1,686) 018 ¢ 976 2,662
* Actuarial liabilities (318) 1,617 (826) U AB0TY
Deferred acquisition costs 85 i - 234 (10) i o {156).7
“Deferred revenue . 1M 5 T (32) 2 ey
Future income taxes on -above : ) 1 A7 08 @51 352) 0
_Comprehensive income and equity determined in accordance with U.S. GAAP ;. $ 1,688 .8 600 $. 8,473

$ 9,764

A4S

of Operations.

(1) Under U:S. GAAP; demutualization ei(penses are presented as o in the'C lid

b) Valuation and income recognition differences between Canadian GAAP and U.S, GAAP

basis whereby carrying values are adjusted towards
market value at 15% per annum. Specific stocks are
written down to fair value if an impairment in the
value of the entire stock portfolio (determined net of
deferred realized gains) is considered to be other
than temporary. Realized gains and losses are
deferred and brought into income at the rate of
15% of the unamortized deferred realized gains an
-losses each year. .

% component of equity. -

- Canadian GAAP U.5. GRAP ;
Bonds Bonds are carried at amortized cost, less an Bonds may be classified a5 "available-for-sale,” "heid o maturity” or “trading”.securities.
: g aliowance for specific iosses. Allowances are provid-~ Al bonds afe classified as “available-for-sale” by the Company and are carried at fair.value:-
ed on a specific bond whenever‘a-decline in the value:_"in the Consolidated Batance Sheets. A decline in the value of a-specific bond thatis consid-
of the bond is considered to be other than temporary. - ered to be other than temporary results in a write-down in the cost basis of the bond and a-*-
Realized gains and fosses on sale are deferred and . = - charge to.income in the period of recognition. Realized gains and losses on sale are recog-
~brought into income over the lesser of the remaining fized in income immediately. Unrealized gains and losses are excluded from income and
“term to maturity of the security sold or 20 years. "-reported net of tax.as a separate component of equity. . iy P .
Mortgages. Mortgages are carried at amortized cost less repay- Mortgages are carried at amortized cost less repayments and:an allowance for specific - -
= lyments and an aliowance for specific losses, Realized © - losses. Realized gains-and losses are recognized in income immediately..” = e
gains and losses are deferred and brought into . T, T - . PO PR
income over the lesser of the remaining term to
maturity of the mortgage or loan sold or 20 years.
.Stocks - Stocks are carried at a moving average market Stocks may be classified as-"available-for-sale” or “trading” securities.-All stocks are,

classified as “available-for-sale” by.the Company and are carried at fair value in the ..
Consolidated Balance Sheets. Other than temporary declines in the value of stocks resuilt
in a write-down in the cost basis of the stocks and a charge to income in the period of
recognition. Realized gains and losses are recognized in income immediatety. Unrealized
gains and fosses are excluded from income and reported net of tax as a separate )
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- Canadian GAAP

U.S. GRAP -

. Real estate

Real estate is. carried at a moving average. market..”
‘basis whereby the carrying values are.adjusted
towards market-value at 10% per annum. Specific+,
properties are written down to market value if an
impairment in the vatue of the entire real estate

-portfolio (determined net of deferred realized gains')' :

is considered to be other than temporary. Realized
gains and losses are deferred and brought into

-income at the rate of 10% of the unamortized
‘deferred realized gains and losses each year.

“0f.the property is:considered to be other than temporary. Realized gains and losses are*
recognized:in income: immediately. [ s P S

Real estate is carried at cost less accumulated depreciation. Specifié properties are !
written down, taking into account discounted cash flows, if an impairment in-the value

Adtuarial
fiabilities.

Actuarial liabilities for all types of policies are
calculated using the policy premium method and
represent the amount which, together with estimat- *
ed future premiums and net investment income,

will be sufficient to pay estimated future benefits, ;
policyholder dividends, tax (othier than income” .-
taxes) and expenses on policies inforce. Actuarial
liabilities are comprised of a best estimate reserve

.and provisions for adverse deviation. Best estimate:
| :reserve assumptions are made fof the lifetime of- _ -

the policies and include assumptions with respect ;
to mortality and morbidity trends, investment

‘returns, rates-of policy termination, policyholder
‘dividend payments, operating expenses and certain
taxes. To recognize the uncertainty in the assump-’

tibns underlying the calculation of best estimate
reserves, to allow-for possible deterioration in’

1 ‘experience and to provide greater comfort that

reserves are adequate to pay future benefits, the
Appointed:Actuary is required to add a margin.-to
each assumption. These margins result in the-

«calculation of provisions for adverse deviation, the

impact of which is to increase actuarial liabilities

“.and decrease the income that would otherwise be :

recognized when products are sold. Assumptions " *
are updated regularly and the effects of any
changes in assumptions are recognized in income

‘immediately. The provisions for adverse deviations
" are recognized in income over the term of the policy -
as the risk of deviation from estimates declines.

< include expected investment yields, mortality, morbidity, terminations-and maintenance:.

There are three main standards for valuing actuarial-Jiabilities as follows:

~Staternent of Financial Accounting Standards No. 60, “Accounting and Reporting-by

Insurance Enterprises” (“FAS 60”) applies to non-participating insurance, including-whole
tife and term insurance, payout annuities, disability insurance and certain reinsurance
contracts. Actuarial-liabilities are calculated using a net level premium method and ...
represent the present value of future benefits to be paid to, or on behalf of, policyholders =
‘and related expenses, less the present value of future net premiums. The assumptions .. :

expenses. A provision for adverse deviation Is also included. The assumptions are based:

-+ on best estimates of fong-term experience at the time of policy issue. The assumptions
" are not changed for future veluations unless it is determined that future income is no’ - .
- longer adequate to recover the existing Deferred Acquisition Costs ("DAC"), in which-." "

case-the DAC is reduced or written off and, to the extent necessary, actuarial liabilities are
increased. The actuarial liabilities may not subsequently. be reduced if the circumstances .
causing the strengthening are rio longer applicable: .

Statement of Financial Accounting Standards No. 97, “Accounting and Repofting by: .- %
Instirance Enterprises for Certain Long-Duration Contracts and for Realized Gains and -, - :
Losses from the Sale of Investments” ("FAS 97"} appliesto universal Jife type contracts. -
and investment contracts. The actuarial liability for these contfacts is equal to the policy- -
holder account value. There is no provision for adverse deviation. If it is determined that:

future income for universal life type contracts is no longer adequate to recover the existing e

DAC, the DAC is reduced or written off.and, to the extent necessary. actuarial liabilities are’’.

“increased. The actuarial iabilities may not subsequently be reduced if the circumstances. .

cauising the strengthening are no longer applicable.

Statement of Financial Accounting Standards No. 120, “Accounting and Reporting by
Mutual Life Enterprises and by Insurance Enterprises for Certain Long-Duration i
Participating Contracts” ("FAS 120") applies to participating insurance contracts. The .-
actuaria! liability for these contracts is-computed using a net level premium method with

* mortality and interest assumptions consistent with the non-forfeiture assumptions. There -

is no provision for adverse deviation. The assumptions are not changed unless itis

. determined that future income is no longer adequate to recover the existing DAC, in which:,

case the DAC is reduced or written off and, to the extent necessary, actuarial liabilities
increased. The actuarial liabilities may not subsequently be reduced if the circumstances:. -
causing the strengthening are no tonger applicable. . :
in addition, in accordance with Emerging Issues Task Force Topic No: D-41 ("EITF D-41"’),
U.S. GAAP requires that actuarial liabilities be adjusted to reftect the changes that would

_ have been necessary if the unrealized gains on bonds and stocks had been realized. This
- adjustment to actuaria! liabiities is recognized directly’in equity and is not included in :

income. :

Deferred -

acquisition:

costs

Ail policy acquisition costs afe expensed as incurred.
Thie computation- of actuarial-liabilities takes this into
consideration: R ST TR I

Acquisition costs which vary with, and are primarily related to, the production of new

" business are deferred and recorded as an asset. This DAC asset-is amortized into income™ - &
* in proportion to different measures, depending on the policy type. The DAC associated With:.:

FAS 60 policies are amortized and charged to income in proportion to premium income’
recognized. For non-participating fimited payment policies,-including annuities not classi-
fisd as investment contracts, the DAC are amortized in proportion to the amount of the
expected future benefit payments for payout annuities and in proportion to face amount for
insurance contracts. The DAC associated with FAS 97 and FAS 120 policies (i.e. universal

“life type contracts, investment contracts and participating insurance contracts) are amor-

tized and charged to income in proportion to the estimated gross profit margins expected
to be realized over the fife of the contracts, Under FAS 97 and FAS-120, the assumptions

. used to estimate future gross profits change as experience emerges.

in addition, EITF D-41 requires that DAC related to FAS 97 and FAS 120 contracis should
be adjusted to reflect the changes that would have been necessary if the unrealized gains
and losses on avaitable-for-sale bonds and stocks had actually been reatized. This adjust-
ment to DAC is recognized directly in equity and is not included in income.

Deferred
revenue

All premium income is.recorded-as revenue.
The anticipated costs of future services-are included
within the actuariat liabilities.

Under FAS 97, fees assessed to policyholders relating to services that are to be provided in
future years are-recorded as deferred revenue. Deferred revenue is amortized to income in:.

“the same pattern as DAC.. .- ) . -
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- ¢) Presentation differences berween Canadian: GAAP and U.S. GAAP .

Canadian GAAP.

U.3. GAAP

Equity

equity is presented on a continuity of interest basts
and, as such, surplus is reclassified to retained

‘I earnings net of the costs of services provided by~

outside vendors in respect of demutualization in
‘the Consolidated Balance Sheets as at December 31,
1999. S - :

Shares issued to policytiolders are recorded at nomi-
nal value and shares issued in a treasury offering-are
recorded at proceeds received net of share issuance -
costs in the Consolidated Balance Sheets.

Premiums All premium income is reported as revenue when - Under FAS 60 and FAS 120, gross premiums are reported as revenue when dtie;-A.partially
due. A partially offsetting increase.in actuarial offsetting increase in actuarial liabilities for the related policies is-Tecorded in the B
liabitities for the Telated-policies is recorded.in the Consolidated Statements of Operations. ) :
ansolldated Statements of Operations. Premiums.collected on FAS 97 contracts are not reported as revenue in the Consolidated

. ‘ ’ Statements of Operations but are recorded as deposits to-policyholders’ account balances,
Fees assessed against policyholders’ account balances relating to mortalily charges, poticy:
administration and surrender charges are recognized as revenue. . I
Death, ‘s All death, maturity and surrender benefits are + For FAS 60 and FAS 120 contracts, all death, maturity and surrender benefits are-reported
maturity. | reported in the Consolidated Statements of in‘the Consolidated Statements of Operations when incurred. Additionaiy, to the'extent:: ,
-and 7. Operations when incurred. Additionally, to'the -+sthese amounts have:previously been provided for in actuarial liabilities, a corresponding:-
surrender extent these amounts have previously been provided . release of actuarial fiabilities is recorded in the Consolidated Statements of Operations. .-,
benofits- - gc;rt‘:;\ r?aclnljizgiallit'i:sb;r:sc;)? d‘;%rzﬁstazngg:%gﬁif:;z of For universal life type contracts and investment contracts accounted for under FAS 97; %"
Statements of Operations benefits incurred in the period inexcess of refated policynolders’ account: balarices-are
s ’ recorded in the Consolidated Statements of Operations.

Change in Interest credited on policyholders’ account balances Interest required to support FAS 97 contracts is included:in actuarial liabilities in‘the -

actuarial is included in change in actuarial liabilities.in the .~ -Consolidated Balance Sheets and is classified in general-expenses in the Consolidated

{iabilities Consolidated Statements of Operations. Statements of Operations. . i

Segregated Investments hetd in segregated funds are carried-at Assets and liabilities are-called separate accounts and are presented in summary:lines in

fund assets " | market value. Segregated funds are managed sepa- ‘the Consolidated Balance Sheets. Assets and liabilities are-carried at'market values and

and ] rately from those of the general fund of the Company:  ‘contract values, respectively.’ : ;T it
fiabitities " | and are, therefore, presented in a separate schedule - .~ .~ ; :
.4"and are not included in the general fund Consolidated:: -
Balance Sheets or Consolidated Statements of '+ - ‘. b
.Operations. : ; : g

Conselidated: | . The cash flows from investrment contracts, _in'cludving The cash flows from investment contracts-accounted for under FAS 97 are-disclosed asa’

statements deferred-annuities and group pensions; are disclosed . - financing activity-in the Consolidated Statements of Cashi-Flows. : .

of cash flows | as an operating activity in the Consolidated : -

: Statements of Cash Flows. ) - .

Reinsurance | Reinsurance recoverabies relating to ceded.life Where transfer of risk has occurred, life insurance actuarial liabilities are presented.as
insurance risks and ceded annuity contract risks are a-gross liability with the reinsured portion included as- reinsurance recoverable.'Actuariél
recorded as an offset to actuarial liabilities. liabilities related to annuities are also presented on a gross basis with the-reinsured. - . -

: portions accounted for as deposits with reinsurers. - : S
Yo reflect the demutualization of Manufacturers Life, .. Surplus is reclassified to share capital net of share issuance costs. Shares issued.in-a. -

treasury offering are recorded at proceeds received. net of share issuance costs.

Costs incuirred to effect the demutualization of Manufacturers.Life are expensed.in the
Consolidated Statements of Operations.., S : : : L
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_ d) Londensed consohdz ted balmcc shccts apphc ablc items AR ; :
" The significant yaluation, income recognition-and presentatlon dlfferences between Canadlan and u. S GAAP outhned m notes 18 b) and 18 c) would

impact the Consolldated Balance Sheets as follows o G L 2 : T : Sy :
2000_ S L1999
. . 4 . ) . _ : Canadian US. ¢ oo Canadian S USSR
As at Decersber 31 : S : s T ' GAAP GARP 7L GARP U GAAPT
CBonds. A IRETEIR E R P S RS b U $ 33,270 $ 34,561 $.30,6107 77
Mortgages : : . e v S NPT 7174 7,009 L B05.
Stocks . . e R e o 4,621 4,997 6642 -
Real estate o R R : ' 3,262 2,450 3479 C2aas
Other investiments.: = ~+ -~ 5 ' S : . 884 923 1,180 501,260
Deferred acquisition:costs SRR e - 5.147 = C 4,066
Future income taxes ' 515 - 529 -
Reinsurance deposits- and amounts recoverable : ) - 1,467 - 1,520
Other miscellaneous assets 1,621 1,664 1,930 1,949 :
Liabilities and equity ‘ . o e
Actuarial liabilities ) : $ 41,384 $ 48,279 $:39,748 $ 45,353 .
Other policy-retated benefits : . : ) . : 3171 3,543 ’ 2,688 © 2978
. Futureincometaxes o o s R e _ ‘ - 24 oo = 2 240°
+*. Defierred realized net gains: . gt CoERLaE Lt o 3,434 S TR 2286 e
“Other liabilities . Lo L AR 1,798 2064 S a8 T 262
Non-controlling interestin subsidiaries -~ "0 T S v 299 205 TR0 L a0
*Comimon shares and retained earnings: - - RN e 7,211 8,742 - BG4 L UBBTB.
‘Accumulated effectiof comprehenswe mcome on equnty e A - 1,022 LT LT T 508

‘&) Condensed: comohdated ktatemem's of operamuns apphaab]e items ‘ :
The significant valuation, income recognition and presentation differences betweer Canadlan and U S: GAAP outlmed innotes 18 b)-and 18 c) would
impact the Consolidated Statements of | Operatlons as follows:

2000 : N 1999 ¢

o : e, . Canadian u.s. .% . Canadian IR IR T

For the years ended Detember31 . ' UL ‘ GAAP GAAP SIGAAP | Ti GAAP T

" ‘Revenue .. . . : T g L . Lo
Premium income . _ S T $ 8615 $ 4934 . "$.8672 .. § 5419
Feeincome - . .° : ST O S R T e - 1,534 st R e 0 2880 X
{nvestment income . L : ' : . 4,350 3681 . k369 o 3817
Realized investment gains e S - s R - 1,011 - el 146 .
Otfer revenue - ; : 1,287 131 1,015 106

- Policy benefits and expenses R . S i R
Policyholder payments: -~ , - $ 8,513 $ 4,933 § 7346 $ 4370
Change in actuarial liabilities ' 822 1,425 | 2628 LAy
Expensés v h : 3,413 3,382 - 2,852 S 2,087
Incprmie taes - e R s (273) $ (229) - 8 (302) 4 % (317)
Net income - i RTINS N e L O $ 1,068 $ 27150 io$ 886 - $ 182
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f) Additional informa t1on T cqued © l)e Tepor reé under
U.S. GAAP :

(/) Defened gequisition costs .
_Changes in deferred acquisition costs were gs follows

i For the years ended December 31 2000 1099
- Balance, January 1 ; ‘ $ 4066 ° % 3,169
Capitalization ' X 1,443 00170 101,080
*Accretion of interest .. -y '_; : s 306 4285
Amortization e : (843) T (470)
Effect of net unrealized gains and losses s :
on bonds and stocks <« = 85 i v 234
Foreign currency translation ad}ustment 91 -2 {192)
Balance, December 31 $ 5147 $ . 4,066

(i} Unrealized gains (losses) on bonds and sz‘ocké
Net unrealized gains {losses).on-bonds and stocks mcluded in equity
were as follows: :

[ ‘As at December 31 : 2000 1999
Gross_unrealized gains . i % 3,089 % 3,814
Gross unrealized tosses (822): S 195)
Effect on deferred acquisitlon cost asset: - . (70) {155)
Effect'on unearned revenue liability 2 (10}
. Fffect on actuarial liabilities - (826) (507)
Effect on future income taxes (351) (352)
1,022 "% 1,595

Total $

(i) Fal'r value of actuarial liabilities -of investment contracts
The fair value of actuarial fiabilities of investment contracts as at
December 31, 2000 was estimated at $9,324 (1999 - $8,042),

(iv) Stock-based compensation
~‘The Company uses the intrinsic value method of accountmg for stock-
based compensation.
The fair value of each option granted in the year has been estlmated at

$10.41 using the Black-Scholes option pricing model. The pricing model: ‘

assumes risk-free interest rates of 5.8%, expected dividend yields of-.
1.5% annually, expected common stock price volatility of 24% and
expected life of seven years.

* The fair value method requires that the compensatlon cost related to’
deferred share units ("DSUs”) be measured as the intrinsic value of the
DSUs at the grant date and recognized over the vesting period.

Had the fair value method been used for all awards granted, net
income for the year ended Decerriber 31, 2000 would have been reduced
by $12, and both basic and diluted earnings per share reduced by $0.02:

(v} E arnings per share

Basic earnings per share for the comparatlve perlod is.not prowded asa

reconciliation from Canadian GAAP net income to U.S. GAAP net income
-is provided only on an annual basis and a reconciliation was not available
for the period from September 24, 1999 to December 31, 1999.

Diluted earnings per share was calculated to include the diiutive effect
of outstanding options, using the treasury stock method, and also
deferred share units, Under this method, exercise of options is assumed
with the proceeds used to purchase common stock at the average market
price for the period. The difference between the number of shares

' assumed issued and number of shares purchased represents dilutive

shares. Adjusted diluted earnings per share for the year ended December -

31, 2000 is the same as diluted earnings per share.

for the years ended December 31 ° 2000

g) Newly issued accounting statements

nJune 1998, the U.S. Financial Accounting Standards Board (“FASB") :
‘issued Statement of Financial Accounting Standards No. 133, "Accounting -
‘for Derivative and Similar Financial Instruments and for Hedging

* “Activities.” This Statement, which s effective as of January 1, 2001 for the

Company, requires that all derivative instruments be reported onthe

1998

' Basic earnings per share . S :
Net income (after demutualization) $ 2159 : -Notéliallable
- Weighted average number:of shares | Y
outstanding 483 million S
Basic earnings per share .. = . i $ 447 :Nota\;ailabble:&
Adjusted basic earnings per share .- . i
‘Adjusted net income h 5 $ 2,159 30182
Weighted average number of shares 5 : T ]
- putstanding - 483 million 501-million
! Adjusted basic garnings per share RO $  4.47 -$ 1,50
Diluted earnings per share 5o
Net income (after demutualizatidn) $ 2,159 Not: éllellable_ .
Weighted average number of shares '
outstanding 483 million -,
impact of options and DSUs - Tmiflion =~
Weighted average diluted number of '
;% -shares: outstanding:- e 484 million = S
Diluted earnings per share  # . -8 % $ 446  "Notavailable
" Adjusted diluted earnmgs per share . Sy -
Adjusted netincome $ 2159 - $. 762
Weighted average number of shares ol S
outstanding 483 million =" ":801-million- ..
impact of options and DSUs Tmillion 5T S o
Weighted average diluted number of E ! o
shares outstanding o 484 mitlion 501 million
Adjusted diluted earnings per share”. """ $ 448 %150

Consolidated Balance Sheets at their fair values, with changes.in fair value -

“recorded in income or equity, depending on the nature of the hedge. -

Changes in the fair value of derivatives that are not designated as: hedges

will be recognized in current period earnings. The Statement does not form = :

any part of Canadian GAAP and therefore would not impact the Company's. .. -

Based on the Company's derivative positions as at December 31, ,
2000, the Company estimates that upon adoption, it will record an after-~
tax gain from the cumulative effect of an accounting change of approxi-

“reporting on this basis. However, it would impact the Company's reconcm— o
- . :ation of Canadian GAAP financial statements to U.S. GAAP. .

mately $13 in the Consolidated Statements of Operations and a reduction - -

of $14 in other comprehensive income relating to derivatives but o
-excluding embedded derivatives in the Company's insurance products:
As formal interpretations of this new standard continue to be issued by

the FASB, the Company is continuing its analysis of insurance products in o A

order to identify embedded derivatives that may require bifurcation under

the Statement. Any embedded derivatives identified requiring bifurcation” :.*

will be marked to market through earnings reported under U.S..GAAP.

Note 19 Compamtivar

current years presentation.
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Supplementary Tables

ThasLe 1 Key Performance Measures

{ (Canadian $ in millions unless otherwise stated) -2000 1899 1998 1997 1996 1995 1984 1993 1992 1991 1990
Net income 1,068 866 710 743 503 481 281 187 85 201 124
Net operating income ' 1.068 866 710 624 503 372 281 187 85 201 187
Adjusted shareholders’ net income 1,075 874 710 743 503 481 281 187 85 201 124
Capital® © 8,585 7,771 7.415 6,377 4,859' 3,826 3,052 2,771 2,584 2,162 2,174
Operating return on shareholders” equity (%) 16:1%. 14.0% 12.9% 13.6% 12.4% 11.4% 9.6% 7.0% 33% 8.7% 8.9%
Operating return on assets (%) Siq84%° 1.58% 1.37% 1.28% 1.08% 093% 071% 051% 0.26% 0.71% 0.75%
Capital®” as a per cent of liabilities 16.79%° 16.1% 16.2% 14.4% 11.5% 10.6% 8.2% 7.8% 80% 7.6% 9.0%

(1) Capital includes: Total equity (formerly surplus), Subordinated debt and Trust preferred securities issued by subsidiaries
(2) Previously reported as operating return on surpius

TasLe 2 Summary Consolidated Balance Sheets

[ As at Decerber 31 (Canadian $ in millions) 2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 1890
Assets .
Bonds 33,270 30,853 30,691 28,662 25627 21,259 18,452 16,763 14,805 12,382 10,816
Mortgages © 774 6867 1702 7809 8106 6,917 8,655 9,368 9,565 9,052 7,799
Stocks 4621 4832 4042 3,529 2796 2,592 2,954 2,684 2260 2,249 1,767
Real estate 3262 3179 2,992 2806 3044 2,888 3,350 3,395 3,275 2,873 2,602
Policy loans 1 3,816° 3,207 3,137 2,663 2,354 1,973 1,856 1,651 1,425 1,187 1,082
Cash and short-term investments 3,783 3,047 1,329 1,842 2,600 1,792 2683 2447 1554 1,724 1198
Other investments @84 1,180 499 479 292 173 209 368 557 571 332
Total invested assetls 56.610° 53,165 50,392 47,790 44,819 37,594 38,069 36,676 33441 30,038 25596
Other assets 3,457 3,543 2,710 2,733 2424 2268 2,168 1,818 1,459 711 656
Total assets 60,067 56,708 53,102 50,523 47,243 39,862 40,227 38,494 34,900 30,749 26.252
Liabilities :
Actuarial liabilities . 41,384 39,748 38,738 37,227 36,248 31,257 31,296 29,028 26,666 23,219 20,777
Other liabilities 9.828 8439 6873 6,865 6088 4759 5863 6,678 5635 5351 3,290
Subordinated debt 588 582 627 581 566 341 - - - - -
Non-controlling interest in subsidiaries £ 7299 750 76 54 48 20 16 17 15 17 1
Trust preferred securities issued :

by subsidiaries v 756 735 783 728 - - - - - - -
Total equity®” 71217, 6,454 6,005 5068 4,293 3485 3,052 2,771 2,584 2,162 2,174
Total liabilities and equity 60,067 56,708 53,102 50,523 47,243 39,862 40,227 38,494 34,800 30,749 26,252

(1) Previously reported as surplus

TanLE 3 Summary Consolidated Statements of Equity®

f For the years ended December 31 (Canadian $ in millions) .~ 2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 1990
Balance, January 1 5,454 6,005 5068 4,293 3,485 3052 277 2,584 2,162 2,174 2,050
Net income for the year 1,068 866 710 743 503 481 281 187 85 201 124
Adjustment to equity™ - - - - (48) 321 - - ~ 337 (213) -
Conversion costs D €1 ) - - - - - - - - -
Shareholder dividends ¥ (193) - - - - - - - - - -
cash distributions to poficyholders = (694) - - - - - - - - -
Issue of common shares Te = 694 - - - - - - - - -
Initial public offering costs - (58) - - - - - - - - -
Purchase & cancellation of common shares (206) (128} - - - - - - - - -
Change in Currency Translation Account - 88 (2000 227 80 (16) (48) - - - - -
Balance, December 31 7,211 6,454 6,005 5068 4,293 3485 3,052 2,771 2,584 2,162 2,174

(1) Previously reported as surplus
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TaeLe 4 Summary Consolidateﬂ Statements of Operations

I For the years ended December 31 (Canadian $ in millions) 2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 1990
Revenue »
Premium income 8515 8,672 5696 5622 5694 57193 4,988 4,456 4,704 4,000 3,933
investment income 4,350, 4,369 4,123 4,010 3,734 3,231 2,882 2853 2,744 2,635 2,447
Other revenue 1,287, 1,015 792 574 447 212 218 151 102 106 102
Total revenue 14152 14,056 10,611 10,206 9,875 8,636 8,088 7,460 6,950 6,741 6,482
Policy benefits and expenses
Payments to policyholders and beneficiaries 7,654 6,608 6,385 6,508 5883 57132 4,678 3764 3,239 2722 2,665
Increase in actuarial liabilities L 822 2,628 252 169 873 1,089 1,214 1,788 2,004 2,378 2272
Policyholder dividends and experience

rating refunds - 859 738 604 508 471 356 312 267 247 212 192
General expenses and commissions 3,277 2,703 2,118 1,868 1,693 1,220 1,204 1,058 996 910 893
Interest expense 191 178 158 156 161 203 243 281 297 223 183
Premium taxes ' 96 84 14 83 72 64 57 50 52 38 37
Non-controlling interest in subsidiaries (18 (114 7 1" 6 2 1 2 (3) - -
Trust preferred securities issued by -

subsidiaries o83 62 62 54 - - - - - - -
Total policy benefits and expenses ‘ 12,811 12,888 9,660 9,357 9,159 8,086 7,709 7,210 6,832 6,483 6,242
income before preferred share dividends,

unusual items and income taxes 1,347 1,168 951 849 716 570 379 250 118 258 240
Preferred share dividends : - - - - - - - - (16) (16) (16)
Unusual items . L= - - 176 - 126 - - - - (63)
Income taxes T (273)  (302) (241)  (282) (213) (215) (98) (63) (17) (41) (37)
Net income 1,068 866 710 743 503 481 281 187 85 201 124
Net loss atiributed to:

Participating policyholders

(after demutualization) LA 8) - - - - - - - - -

Net income attributed to:

Shareholders (after demutualization) #1075 267 - - - - - - - - -

Mutual operations (prior to demutualization) ~ 607 710 743 503 481 281 187 85 201 124
Adjusted shareholders’ net income 1,075 874 710 743 503 481 281 187 85 201 124
Net income 1,068 866 710 743 503 481 281 187 85 201 124
Tasre 5 Funds under Management
i As at December 31 (Canadian $ in mitlions) 2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 1990
Funds under management by category
General fund 60,067 56,708 53,102 50,523 47,243 39,862 40,227 38,494 34,900 30,749 26,252
Segregated funds '54,908 49,055 38,200 27,018 18,553 5,532 5445 4,012 2,734 2,270 1,905
Mutual funds 1,563, 1,641 1,708 2,126 -2,782 934 746 563 441 4717 -
Securitized funds = - - - - - 4622 4,477 3,69 2435 -
Other managed funds 6,982 4,732 3,680 2,652 2,944 330 278 - - - -
Total 123,520 112,136 96,690 82,318 71,522 46,658 51,319 47,546 41,771 35,931 28,157

Certain amounts have been restated to conform with the current year's presentation.
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TupLE 6 Premiums and Deposits by Line of Business and Geographic Territory

iTor the years ended December 31 (Canadian $ in millions) 2000 1999 1998 1997 1996 1995 1994 1993 1992 1 991 1990
General fund premiums by line of business e
Life and health insurance i 5284 5552 3,953 3,758 3,743 3083 2836 2,541 2,295 2,050 1,869
Annuities and pensions £2,463. 2,304 994 1,067 1,298 1,535 1,598 1417 1,408 1,619 1,742
Reinsurance 71N 816 749 797 653 569 554 498 401 331 322
Total © 8515 8672 569 5622 5694 5193 4,088 4,456 4,104 4,000 3,933
General fund premiums by

geographic territory v
United States 3,652 3,498 2,276 2,202 2,181 2,152 2,241 2,373 2,161 2,180 2,163
Canada 2,540 3,347 2,292 2,294 2,549 2,142 1,963 1,548 1,459 1,418 1,084
International 2,323 1,825 1,120 1121 964 806 685 438 367 280 211
Reinsurance® - - - - - - - - - - 322
Divested operations 2 2 8 5 - 93 99 97 17 112 153
Total ‘8515 8,672 569 5622 5694 5193 4,988 4,456 4,104 4,000 3,933
(1) Not split geographicatly prior to 1991
Segregated fund deposits by

geographic territory i
United States i2,650. 9,031 6,837 5376 3,365 931 670 385 214 126 114
Canada 1,681. 1,347 1,730 1,418 757 323 671 488 204 118 111
International 446 331 279 232 169 113 78 57 37 32 30
Divested operations - - - - - 37 17 162 161 168 249
Total 14,777 10,708 8,846 7,026 4,291 1,404 1,590 1,092 616 444 504

Certain amounts have been restated to conform with the current year's presentation,
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Tapie 7 Quarterly Information — Summary Statements of Operations

| For the three months ended (Canadian $ in millions) 15731000 . 9/30/00 6/30/00 - 3/31/00 12/31/99 _ 9/30/99  6/30/99 3/31/99
Revenues s BER e CE
Premium income 2140 1,081 2,141 2,279 2,215 2,110 2,656 1,691
Investment income 1,066 1,120 . 1,098 1,076 1,304 1,023 1,018 1,024
Other revenue 338 .- 337. :321 291 276 261 253 225
Total revehue 3,508 . 3.438 3,560 3,646 3,795 3,394 3,927 2,940
Policy benefits and expenses _ ‘ ’
Payments to policyholders and beneficiaries 1,734 . 71931 1,878 2,114 1,767 1.650 1,640 1.551
Increase in actuarial liabilities TATT o134 293 T 218, 595 541 1,141 351
Policyholder dividends and i T R

experience rating refunds 11254, 1200 =222 183 209 200 182 147
General expenses and commissions 935° 79300 8120 87 744 722 676 561
Interest expense 56 e48 48 40 58 34 46 41
Premium taxes 25. 00 24 T2 23 20 23 20 21
Non-controlling interest in subsidiaries 10y O o42) i (54) 15 18 (67) (66) 1
Trust preferred securities issued by : . o Lo

subsidiaries 16 16 15 16 15 14 18 15
Total policy benefits and expenses 3,126 3,_104 3,235 3,346 3,426 3,117 3,657 2,688
Income before income taxes 382 334 325 300 369 277 270 252
Income taxes (96) (19) (83) - {75) {126) (53) (66) (57)
Net income -:286 31504 242 225 243 224 204 195
Net loss attributed to:

Participating policyholders » I

(after demutualization) = - {(5)" (2): (8) - - -

Net income attributed to:

Shareholders (after demutualization) o286 315; 247 221 251 16 - -

Mutual operations (prior to demutualization) - A ~ = - 208 204 195
Adjusted shareholders’ net income ' 286 315° 247 227 251 224 204 195
Net income 1286 315 242 225" 243 224 204 195
Return on shareholders’ equity™ (annualized) L 16.2% - 18.6% 15.2% 594.2% 15.7% 14.2% 13.2% 12.8%
Return on assets (YTD) (annualized) S qi84% 51T 1.81% . 1.64% 7 41.59% 1.58% 1.51% 1.47% 1.46%
Capital as a per cent of liabilities 16.7% 16.4% 1 15.8% . 415.9% 16.1% 16.0% 16.2% 16.6%

(1) Previously reported as return on surplus

Certain amounts have been restated to conform with the current year's presentation.
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FINANCIAL STATEMENTS

Responsibility for Financial Reporting

The accompanying consolidated financial statements of Manulife Financial
Corporation are the responsibility of management and have been approved
by the Board of Directors.

The conselidated financial statements have been prepared by manage-
ment in accordance with accounting principles generally accepted in
Canada. When alternative accounting methods exist, or when estimates
and judgement are required, management has selected those amounts
which present the Company’s financial position and results of operations
in @ manner most appropriate to the circumstances.

Appropriate systems of internal control, policies and procedures
have been maintained, consistent with reasonable cost, to ensure that
financial information is both relevant and reliable. The systems of
internal control are assessed on an ongoing basis by the Company's
internal audit department.

The actuary appointad by the Board of Directors (the "Appointed
Actuary”) is responsible for ensuring that assumptions and methods used
in the determination of actuarial and poticy liabilities are appropriate
to the circumstances and that such reserves will be adequate to meet the
Company's future obligations under insurance and annuity contracts.

The Board of Directors is responsible for ensuring that management
fulfills its responsibility for financial reporting and is uitimately respon-
sible for reviewing and approving the consolidated financial statements.
These responsibilities are carried out primarily through an Audit Committee
of unrelated directors appointed by the Board of Directors.

The Audit Committee mests periadically with management, the internal
auditors, the external auditors and the Appointed Actuary to discuss
internal control over the financial reporting process, auditing matters
and financial reporting issues. The Audit Committee reviews the con-
solidated financia! statements and recommends them to the Board of
Directors for approval. The Audit Committee also recommends to

the Board of Directors and Shareholders the appointment of external
auditors and approval of their fees.

The consolidated financial statements have been audited by the
Company's external auditors, Ernst & Young LLP, in accordance with
auditing standards generaily accepted in Canada. Emst & Young LLP
has full and free access to the Audit Committee.

Dominic D’'Alessandro
President and Chief Executive Officer

Peter Rubenovitch
Executive Vice President and Chief Financial Officer

Toronto, Canada
February 17, 2000



1 FINANCIAL STATEMENTS

Appointed Actuary’s Report to the Shareholders
and Directors of Manulife Financial Corporation

| have valued the policy liabilities of Manulife Financial Corporation for its
Consolidated Balance Sheets as at December 31, 1999 and 1998 and their
change in the Consolidated Statements of Operations for the years then
ended in accordance with actuarial practice generally accepted in Canada,
including selection of appropriate assumptions and methods.

In my opinion, the amount of policy liabilities makes appropriate provision
for all policyholder obligations and the consolidated financial statements
fairly present the results of the valuation.

Geoff I. Guy, F.C.LA.
Executive Vice President and Appointed Actuary

Toronto, Canada
February 17, 2000

Auditors’ Report to the Shareholders and Directors

We have audited the Consolidated Balance Sheets of Manulife Financial
Corporation and the Consolidated Statements of Net Assets of its Segregated
Funds as at December 31, 1999 and 1998 and the Consolidated Statements
of Operations, Equity, Cash Flows and Changes in Net Assets of its Segregated
Funds for the years then ended. These consolidated financial statements
are the responsibility of the Company's management. Our responsibility is
to express an opinion on these consolidated financial statements based
on our audits.

We conducted our audits in accordance with auditing standards generally
accepted in Canada. Those standards require that we plan and perform
an audit to obtain reasonable assurance whether the consolidated financial
statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the
consolidated financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation,

In our opinion, these consolidated financial statements present fairly, in all
material respects, the financial position of the Company and its Segregated
Funds as at December 31, 1999 and 1998 and the results of the Company's
operations and cash flows and the changes in the net assets of its Segregated
Funds for the years then ended in accordance with accounting principles
generally accepted in Canada including the accounting requirements of the
Superintendent of Financial Institutions (Canada).

Ernst & Young LLP
Chartered Accountants

Toronto, Canada
February 17, 2000
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Consolidated Balance Sheets

FINANCIAL STATEMENTS

(Canadian $ in millions) As at December 31 T 999 1998
ASSETS Invested assets (note3) T
Bonds $.30853 § 30,691
Mortgages - B 88T 7,702
Stocks 4:832:. 4,042
Real estate S 379 2,992
Policy loans 3,137
Cash and short-term investments 1,329
Other investments 499
Total invested assets $ 50,392
Other assets
Accrued investment income $ 732
Outstanding premiums 313
Future income taxes (note 5) 772
Miscellaneous 893
Total other assets 2,710
Total asseis 53,102
Segregated fund net assets 38,200
LIABILITIES AND EQUITY Actuarial liabilities (note 4) $ 38,738
Benefits payable and provision for unreported claims 1,441
Policyholder amounts on deposit 1,041
Deferred realized net gains (note 3) 2,735
Banking deposits 264
Other liabilities 1,392
$ 45611
Subordinated debt (notes) 627
Non-controlling interest in subsidiaries , 76
Trust preferred securities issued hy subsidiaries (note 7) 735 783
Equity (note 8)
Participating policyholders’ equity -

Shareholders’ equity
Common shares (note 9)
Shareholders’ retained earnings
Surplus

Total equity
Commitments and contingencies (note 13)
Total liahilities and equity
Segregated fund net liabilities

Dominic D’Alessandro Arthur R. Sawchuk
President and Chairman of the
Chief Executive Officer Board of Directors

- v$,: 56708

$ 53,102

A $49,055

$ 38,200




Consolidated Statements of Operations

FINANCIAL STATEMENTS

(Canadian $ in millions) For the years ended December 31 P : 1999 1998
Revenue e
Premium incoms % 8672 $ 569
fnvestment income (note 3(b)) B 4,376 4,123
Other revenue 1,015 792
Total revenue JL$0 14,0680 § 10,611
Pelicy benefits and expenses Gl
To policyholders and beneficiaries : .
Death and disabitity benefits »2:,1’36' $ 2,331
Maturity and surrender benefits 2,084 1,986
Annuity payments ‘»1}1-;267' 1,270
Net transfers to segregated funds 1141 798
Increase in actuarial liabilities (note 4) 2628 252
Policyholder dividends and experience rating refunds 738 604
General expenses 1,824 1,360
Commissions P 886 758
Interest expense 179, 158
Premium taxes B 74
Non-controlling interest in subsidiaries =(114') 7
Trust preferred securities issued by subsidiaries 82 62
Total policy benefits and expenses 3 12,895 9,660
income hefore income taxes $ 1168 § 951
income taxes (note 5) S (302) (241)
Net income T 886§ 710
Net loss attributed to:
Participating policyholders (after demutualization) T8y 0§ -
Net income attributed to: o .
Mutuai operations (prior to demutualization) $ 607 $ 710
Shareholders (after demutualization) ey DBT -
Adjusted shareholders’ net income $ - 874 710
Net income $ 866 710

Earnings per share (note 10)
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FINANCIAL STATEMENTS

Consolidated Statements of Equity

(Canadian $ in millions) Participating s
For the years ended December 31 Surplus  Policyholders  Shareholders :

1998

Operating retained earnings

Balance, January 1 $ 5,762 $ -
Conversion costs (31) -
Net income as a mutual operation 607 -

$ 5,052

710

Balance, September 23, 1999 as restated

on demutualization $ 6,338 $ -
Transfers to participating policyholders’ equity (69) 69
Transfers to shareholders’ equity (5,575) -
Cash distributions by Manufacturers Life

to certain participating policyholders (694) -
Purchase and cancellation of common shares (note 9) - -
Net income (loss) as a stock company - (8)

$ 5762

Balance, December 31 $ - $ 61

Currency translation account

Balance, January 1 $ 243 $ -
Change during the year as a mutual company (116) -
Transfer to shareholders’ equity on demutualization (127) -
Change during the year as a stock company - -

Balance, December 31 $ - $ -

Retained earnings $ - $ 61

Common shares ey
Balance, January 1 $ - $ - $ - o
Issue of common shares (note 9) : - - 694 0 B9 -
initial public offering costs (note 9) - - (58) - {58) -
Purchase and cancellation of common shares (note 9) - - 8 =(8) -

Balance, December 31 $ - $ - $ 628 $ 628 § -

Total equity $ - $ 61 $ 6393  § 6454 6,005

©




Consolidated Statements of Cash Flows

FINANCIAL STATEMENTS

(Canadian $ in millions) For the years ended December 31 1998
Operating activities
Operating cash inflows
Premiums and annuity considerations _ 5,822
fnvestment income received 3,530 3,418
Other revenue L1015 792
Total operating cash inflows . $:.12500 10,032
Operating cash outflows L
Benefit payments ~§ 5334 5,556
Insurance expenses and taxes (notes 5 and 6) 2,890 2,540
Net transfers to segregated funds 1,14_1’ 798
Dividends paid to policyholders oy 738 604
Change in other assets and liabilities 2 (502) 545
Total operating cash outflows $ 9601 10,043
Cash provided by (used in) operating activities $ . 2,899 (11)
Investing activities e
Purchases and mortgage advances | $ i 354 (27,679)
Disposals and repayments 30438 27,317
Cash used in investing aciivities 8 '(-1,9’21') (362)
Financing activities . :
Funds repaid e (29)
Borrowed funds Lo iet -
increase in repurchase agreements and e :
securities sold but not yet purchased o810 -
Issue of common shares (note 9) 894 -
Payments to certain policyholders and underwriters ey :
upon demutualization (ote8) (?35)‘_; -
Purchase and cancellation of common shares (note 9) E (128) -
Cash provided by (used in) financing activities g 602 (29)
Cash and short-term investments e
Increase (decrease) during the year v $;ﬁ 1,670 {(402)
Balance, January 1 501,140 1,542
Balance, December 31 $ 2,810 1,140
Composition of cash and Beginning of year : e
short-term investments Gross cash and short-term investments ©$ 1329 1,842
Net payments in transit, included in other liabilities 8 (300)
Net cash and shori-term investments, January 1 1,542
End of year A
Gross cash and short-term investments C$ 8047 1,329
Net payments in transit, included in other liabilities D {237 (189)
C§ - 2810 1,140

Net cash and short-term investments, December 31
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Segregated Funds

Consolidated Statements of Net Assets

FINANCIAL STATEMENTS

(Canadian § in millions) As at December 31 1999 1998
investments, at market values -
Bonds % 3188 § 3909
Mortgages . 5
Stocks 32,142
Real estate 15
Cash and short-term investments 2,101
Accrued investment income 22
Other assets (liabilities), net . 6
Total segregated fund net assets, December 31 $ 49,055 $ 38,200
Composition of segregated fund net assets: i
Held by Policyholders - § 48,993 $ 38,055
Held by the Company w82 145
Total segregated fund net assets, December 31 . 49055 § 38,200
Segregated Funds
Consolidated Statements of Changes in Net Assets
(Canadian $ in mitlions) For the years ended December 31 1998
Additions
Deposits from policyholders $ 10,7 $ 8,846
Realized and unrealized investment gains S 6199 2,604
Interest and dividends 1,773 1,161
Net transfers from general fund oA 798
Currency revaluation 7 42,356) 1,968
Total additions $ 17,466 $ 15,377
Deductions 1= . :
Payments to policyholders 3 $ 5,982 $ 3,759
Management and administrative fees B 6200 436
Total deductions 6611 4,195
Net addition to segregated funds for the year - $ 10,855 11,182
Segregated fund net assets, January 1 < +38,200 27,018
Segregated fund net assets, December 31 .$ 49,055 § 38,200




(Canadran $ tn mlllrons unfess otherwrse stated)

Notes to Cons'ol:1dated F 1nanc1al Statemcnts

NDTE 1 | Nature ot Operatrons and Srgmtrcant Aeeountmg Poln:les

Manulrte Flnancral Corpora’non ( Manulrte Fmancral ! the Company Vg

a pubhcly traded-stock fife-insurance company and the:insurance holdrng
company-of The Manufacturers Life Insurance-Company (“Manufacturers

. Life”) which was organized-as-a mutual life insurance company until .
“September-23, 1999, on which date it démutualized (note:8). The Company

- lite msurance group: hfe and:health- insurance, pension products, annumes !
and mutual funds:tp individual and group-customers in Canada, the:United
' ‘-States andvAS|a The Company "tso offers: remsurance Services; prrmanly
lite and.actident and health
- -ment servrces with respect to the Compa
i ftund assels ‘and mutuat funds and in Canada, to lnstrtutlonal customer
“Manulife Financial i ‘
(Canada) {*1CA"); WhICh requrres ttmanmal statements be prepared m
accordance with accountrng prrnctples generally accepted in Canada
mctuchng the requlrements of the Superlntendent of Fmancrat tnstttutrons

‘ V(Canada) (*OSFE); ("GAAP") None of-the. accountmg requrrements of

- OSFLis.an exceptron 10 accountmg pnncrples generaHy accepted in Canada
-The preparatton ot trnancral staternents in contormrty with GAAP. -

: 'reqmres that management makes’ estrmates -and ‘assumptions that affect: the

: reportecf amounts ot assets and ttabrlmes the drsclosure of contmgent

Recognition of realized
gains and losses on hormal

Garrying value business activity

» estimation processes are-related to'the determination of actuarial liabilities.
_ Although some-variability is infrerent.in these estimates, management i
iprovides a wide range of finaneial: products and services, rncludmg individual -~ -believes thaf the amounts provided are adequate. o
' -consohdated trnanclat statements are summanzed below

msurance and prowdes mvestment manage::

general fund assers segregated - Manuhte Financial. consohdates the financial statements of al subsldrary

'.compames and elrmrnates on‘consolidation. aft:significant mter-company '_
regrs red under the tnsurance Companres Act
=|nvestments over which the Company.exerts srgnmcant influence. Gains
‘and losses ofsales of these investments-are mcluded in-income when g
'realrzed while expected tosses an other than temporary rmparrments are
recogmzed rmmedlatety b

~b) Investui assets e ' ' s
“Under GAAP for hfe msurance c pames the rnvested assets he d by th

. Marized-as toltows

assBts and habrlttres as at the date ot the consohdated fmancral statements

and the reported amounts of-revenue antd-expenses during theireporting - :
perrod Actual results could differ from those estrmates The:most srgnmcantvi :

The smnrfrcant accoutting pohctes used:in-the preparatron ot these

a) Basrs of consohdamon I:

balances and transactions: The equrty method is usedto account for

Company are account d tor thro :gh avarrety of methods hese argsum

Recognition of impalrment

Deferred anid brought.into ©
income:overthe tesser.of

At amortized: cost
i less.an.aliowance for
spacific losses.

BONDS

to.maturity of the bond sold.

20-years.or the remainingterm =

Impairmentiis recognized on'a specific bond: ‘when'thére isino tonger reasonable
-asslirance asto the timaly.collection of the full:amount:of prmclpat and: interest: .

" \n stich:cases; the bond:is written down-to-Its net realizable value and the. charge
Lo ds recorded dn |ncomo in the period the-impairment-is recogmzed :

Deferréd and-brought into”
income:over:the lesser-of

At-amortized-cost . -
-/ ‘less repayments and
¢ :7an allowance-for
gpecitic:losses:. -

MORTGAGES
AND LOANS

1o maturity ‘of the-mortgage:
L aooor loamsoldi T

“|mpairment is-recognized on'a specmc mortgage-or toan:when thefe:is no

' 190 years of the remaining term. 1 principal and:interest; Such impalred mortgages and:loans are: carried at
expected future-cash flows at-the original interest rate inhérentin the assbt:
-When the amotnts and timing-of future cash flows:cannot be’ ‘estimated wtth
“feasonable rehabrllty, ‘sstimated-realizable amounts:are ‘measured at either: =
_the fairvaluéof Any security. undarlying the mortgage. or-Joan; net:at expected

costs-of realization and-any.amounts legally required. o bepaid to: batrowers;

longer reasonable assurance as-to:the: timely coliection:of the full-anyount ot'

their estimated tealizable value, determined for each asset by dtscountmg the

or:at obsefvable:market prices forthe mortgages-or-toans:-Mortgages and joans: -

' f are! classmed as |mparned whenever payments are: 90 days of MOre inarrears.:

Atths trme of: foreclosure, mortgages are written down to net realizabte value,

-Declines/inthe net: reahzable value of torectosed properhes are charged 10
: vmcome imimediately.

i Deferred and brought into
income: at the-rate o1.15%:o
‘unamortized deferred realized
-gatns and Iosses each year

On“amoving:avetage
market. basis whereby
carrying values :
are-adjusted towards:.
omarket value at 15% -
~per.anhum, e

"I $TOCKS

- Specific stocks aré written down to marketvalueif-an tmpalrm entiin the value '
_of the entire stock portfollo (determrned netof deterred realized gams) is

constdered to he other than temporary

“Deferred and brought into-
income‘atithe-rate:of 10% ot

‘Ona:moving-average. .
market:basis whereby
. carrying-valyes..
are adjusted-towards
market value-at 10%
per-annum: :

REAL ESTATE

gains and:losses gach year:

unamottized deferred:realized

'Specrttc propemes are written down 1o, market valie If an impairment in the
.value-of the entire eal: estate:portiolio (determtned et of deferred re ahzed :
gams) is consrdered to be other than temporary o

“Not applicable, Fully secured
by the cash surrender vaiue
of the policles on-which the

POLICY LOANS At their unpaid balance.

Fully: secured.by the cash surrender valué-of the policies on which the oaris
.are made:

loans are made.
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on drsposrtren ot an rmparred as !
of bonds or mortgages is reversed only it the condrtrons that caused the
|mpa|rment no-longer exrst

“eiln addition: to specrtrc allowances the Company provrdes tor potentral

of actuanal lrabrlr’ues

: c) Actuanai habxlmes

: premrums and net rnvestment rncome will be sultrcrent to pay estrmated

.. and expensés.on pollcres inforce. The Company S Appornted Actuary is

aside-each year to-ensure that sutfrcrent funds will be available in the future:

Actuary are based on standards established by the Canad jan Institute-of

- labilities have Beéq determrned usrng the polrcy premrum method and the
: Ecash tlow valuatron me’rhod e

' Included in mrscellan us assets are amounts due trom remsurers and: caprtal‘

'von a: strarght-lrne basis over: therr estrmated usetul Irves whrch varytromtwo.
1o ten years: : : :

f) Segregated funds -

holders: The investment: returns ‘on these funds acorU drrectly to the

£ segregated and p esented separately fromythe gengral find of the Company

“The Company also provrdes minimum guarantees on individual variable -
lrte and annurty contracts: These include mrnrmum death benetrt guarantees,

. “tees. The: jability-associated with these minimum guarantees is recorded
rn actuarral lrabrlrtres in the general tund gf the Company.

g) Translatlon of forctcrn currencrcs

 Assefs and. Irabrlrtres denomrnated in foreign cutrencies are translated rnto :

‘Canadian dc_llars at rates n: ettect althe Consolrdated Balaoce Sheet dates

o ’mvestments in. selt sustarnrng
e gains and tosses on drsposrtron
are tncluded m rncome

h) Income taxes e s .
The Company provrdes tor mcome taxes usrng the lrabllrty method ol fax
aligeation; Under this metlrod the provision tor income taxes is calculated

. Balance Sheet dates The:i rncome tax provrsron is comprrsed ot two compo-
nents: carrent income taxes and tuture rncome taxes. Curfent-inicome taxes :
; -are-amounts expected tobe payable o recoverable as-a result.of operatrons i
iR the current year. “Futurs’income taxes.arise from.changes durrng the year "

‘related assets: Once established. an aIlowance agarnst temporary rmparrment" -

“of assets and liabilities-and their feSpECtive tax bases. The future mcome tax.. :
i asset is recognized 1o the-extent that future realization-of the tax henetrt is
5 'more lrkely than not wlth a valua’rrcn aIIowance tor the excess

: tuture |rnparrments by reducmg tnvestment ytelds assumed inthe caloulatlon :

Actuarial lrabrlrtres represent the amount whrch together wrth estrmated tuture o
~ future polrcy ‘bensfits; polrcyholder ctrvrdends faxes (other than income taxes)' and agents Assets for each plan are:held by rndependent trustees and arej:-‘;'»
- carried at market- related values. : »
> responsible:for determining the-amount of actuarral lrabrhtres that mist be set e :
_ _pension benefits based on the accumulated contributions and- fund earnrngs ,
o meet:these oblrgatrons The valuation methods employed by the Appointed .
- Vided by the Company in exchange tor the servrces of employees rendered
adurrng the.period.

'; Actuaries. In accordance with actuarial practices generally accepted in Canada,

v;benetrts is recognrzed using the prorected benefit method pro rated on
services. Experrence garns and losses are amortrzed !
. estrmated average:remaining servrce ives of-plan members

:" ,;The estrmated present value of these benefits’is charged to earmngs over:
.the employees years of service to therr date of full entrtlement

. gssets. The Iatter are: carrred at cost less accumutated amortrzatron computed e
i) Dertvattves

+The Company uses derrvatrves 1o Manage exposures 10 foreign currency, .

The Company manages a number ot segregated lunds on behalt ot pollcy ‘ e heris a hlgh correlatron betwe

“,-;holders with the Company assumrng no sk;.Consequently, these tunds ae
nd management tees is: mcluded in other revenuern e oy

o , :general tund tnvestments held i in segregated tunds are carrred at market valne =
‘ ?mnnmum maturrty valie guarantees and mrnrmum income benefit guaran-- -
- |iabilities afe-included:i tn other mvestments and cther lrabrlrtres respectrvely. ;

o fand deferred realized et gams are presented as such in the Consolrdated
“Balance Sheets : :

ay based-on.income- tax Iaws and rncome tax rates in ettect as at the Consolidated”
B . e i *-tmpalred acharge is taken io rncome rrnmedtateiy

NOTES TO FINANGIAL STATEMENTS

in cumulatrve temporary. differences between the accounting-carrying valye

- The defined contribution plans were establlshed in 1998 and provrde

The cost of defined contr ibution benefits is the required: contrrbutron pro- -

‘The defined benetrt plans provrde pensron benetrts based on Iength
of service and final average earnings. The cost of defined benefit pensron '

t:The Company also provides supplementary hension: heatth dental
and lrle rnsorance benetrts to-qualifying employees upon rettrement

interest rate and other market risks ‘arising from its on-tiatance. sheet ttnancral' :
rnstruments These: derrvatrves are desrgnated and ettectrve as hedges as

but no longér constdered hedges e rncluded in: rncome trcm the date

. at which they-are no-longer.censidered to be figdges. Derivative’ income: and
-£-expenses related to-invested assets and:financial liabilities are included:

in-investment income. and-ifterest-expense, respectrvely, iithe Consolldated_‘_ . s
Statements of Operations. Cash flows relating to derivatives associated:
with invested assets and financial iabilities are rncluded inthe Consolrdated )

Statements of Cash Flows on a basis consistent with the cash: flows trom

the underlying tnvested assels andfinancial habrlrtres Derrvatrve assels: and:

] - i.k) Goodwxll
Ve v,ments rn selt sustamlng operattons e

Goodwrll represents the excess ‘of the.cost of busrnesses acqurred over fair.
'values assigned:to the related identifiable net assets and-is amortized:

ona straight-line basis over the expected benefit periods of up to:20'years.
 Unamortized goodwill i is reviewed perrodrcallytor impairment by consrd-

‘ering factors such as returns of the related business, takmg into account the
risk-associated with the investment. When goodwrll is determmed to be




1y I’remmm mcomc and rc[ated cxpcnscs S . e
~Gross. premiums forall types of insuranee canracts, and contracts with llmrtedi: ~result that benetrts and expenses are matched with such revenue,
: mortatrty or morbldrty I'lSk are generally recognrzed as revenue when due Lol !

NGTE 2 l changes in Accountmg Polrcres

NOTES T0 FINANCIAL STATEMENTS

: When premrums are recognrzed actuarrat trabrlrttes are compu ed, with: the

! a) Income faxes:

-~ In-December 1997 The Canadran tnstrtute of: Chartered Accountants (“CIGA‘ ),' " nMarch 1999, The CECA issued Handhoek Sectron 3461, "Employee Foture
: -rssued Handbook Section 3465, “Income Taxes : ettectlve for fiscal-years :

commencrng January 1 2000 Thrs standard requrres the use: of the Irablhty 3k standard requrres employee tuture benetrts to.be accounted for on an accruat
= method ot accountrng tor mcome taxes and changes the tocus trom rncome basis and pensron obltgatrons fobe discounted using a market Tateot

: Company adopted the recommendatrons ot this: standard ettectrve tor rts ttscat : ‘tor its tiscal year commencing January:, 1999: The impact of thrs change
year commencrng January s 1999 The rmpact of thrs change was not :

materlat to these consohdated trnanctal statements

b) Pcnsmm and othcr post—employmcnt beneﬁts

Benetrts,"_ettectrve for trscat years commencmg Januaryt -2000. This

o tnterest The Company adopted the: recommendattons of this standard ettectrve

Was not materratto these consolidated tmancrat statements

~a) Invested assets '

NOTE 3 | tnves‘ted?Asse't,s"and'*Ineo_nte? o

Deferred

Farr values are determmed with, reterence fo quoted market pnces where

T e realized net Total reaiized
: "»As"atfoecember at Unreaiized Unrealized gains and unrealized
SE099 : ; Carrying value Fair value gains losses (losses) gaing i
Bonds (fixed maturity} e
"~ “ganadian government. " : $ 7,182 $ 7,499 $ 470 $ . (159) $ 239 $ 556 -
Foreign governments: 5,076 4,983 59 (152) 169 76
Corporate.: - - 16,896 16,676 401 (621) 562 342
; Mortgage -backed securmes . 1,689 1,652 10 (57) 56 9
" "Mortgages [ 6,867 6,937 200 {130) 50 120
Stocks: 4,832 6,642 2,022 (212) 1,126 2936
Real estate 3,179 3468 342 (53) 66 355 ¢
Potrcy toans i 3,207 3,207 - - - -
; orte term rnvestments o 3,047 3,047 - - - -
o - 1,180 1,196 37 (21 @ 140
'"'jrota nvestedassals L © § 53,165 $ 55307 $ 354 $ (1,399) $ 2266 $ 4,408
. Bonds (fixed maturrty) e L o e WA
- Ganadian governmen $ 6,051 gBAA 81184 g (3)
Forsign governments 4,725, " 5,088 349 e (8)
Corporate: ' 17.244 e 5R9 - ERETIE (246)
Mortgage- -backed securmes L7 1773, T 8GS T e (8T
Mortgages: . : 7,702 82237 547 T H{26)
.Stocks + 4,042 CoBATE L 1386 L2007
Realiestate, 2002 . moer o o 2000 oo (14
Poligy.loans -~ e 3137 3437 i e B e
. Gash and short-term rnvestments S 1,3 4309 o e
“Othar investments B . 5e o E
' Total mvested assels . § 50,302 $ 55, ooo = $- (647) e

.determmed by a combrnatron ot mternat angt external apprarsals utrhzrng

available..Fair values of mortgages refiect changes: i interest rates-which : expected net cash flows discounted at market interest rates, Fair vatues of.
have occurred since the mostgages were ongrnated and changes:in the credit- polrcy Joans, cash and short-term investments and other rnvestments

* ‘woithiness of individual borrowers. For fixed- rate mortgages, fair value.is ~-approximate therr carrying values due totheir.short: ferm nature. -
determined by discounting the expected future cash flows at market interest” Foreclosed propertres of $92.are included in reaI estate al December 31 .

rates tor ‘mortgages wrth srmrlar credit rrsks Fair values of-real-estate are

80 988 - 5196, g
3



The followmg lable presenls lhe carrylng value and falr value: ol bonds

NOTES TO FINANGIAL STATEMENTS |

The followmg table presems the carrylng value and lalr valu :

based on period fo maturlly S iby type of property ,
'-Bo_nds ; : . e Morlgages S
Asat December 31 1999 | L 1098 .+ As at Decomber 31 1009 0 G 1998
’ Carrying Falr & Carrying: =0 Falr : Carrying Fair .~ Garrying: . Fair
L value vafte { oo valug L valle s i value valye . -~ valug valile: 7 s
Maturity T T Pesidential ¢ $ 1369 § 1384 51600 '8 1714
Due’in oneyear orless - § 2,400 $ 2,110 .-$ 15157 $ 1,530 Office 1,594 1610 "1719 11,848
Dus.after one year 3 : £ Retall ‘ : 2,036 2,080 22 344 P R AQ
- “through five-years - 8,352 8,257 . 7712 7.884 . Industrial .. 1,618 1,606 1 218
- Dueafter-five years . - G, Other 250 257 - o 25T
_ throlgh ten years 5617 5492 6420_-'E 6704 Total 5 6867 b 6037 § 7702 § 829
Due after-fen years: 13,085 13,209 13273 631 : :
. Mortgage-backed securmes 1699 1,652 : -_'The carrymg value ol government msured Ioans wa34 7% of !helotal carry-
. ‘-..Tolal : $ 30 691

: b) Investment income

$ 30,853

$ 30,810

Amortization of

; Ling. value of lhe morlgage portfollo asiat December 311999 (1 998 -4.8%) E 3
':ﬂand the. value of: prlvalely-lnsured morlgages was o 03% ol the 1otal mortgage‘ o
‘ :porﬂollo as at December 31 1999 (1998 01%). o s

: Gross Provision for realized and B
:Forthe years: ended DecemberSl Investment Impairment, net unrealized gains Yield 50 F e
1999 et Income (note 3(e)) {losses) Total (%)
“Bonds $ 2,193 $ (101) $ 191 $ 2,283 7.97 .
" Mortgages: 621 24 11 656 943
" Stocks 122 - 524 846 233100
" Realestate - 230 21 38 289 1005 -
... Policy loans:: o 274 - - 274 880 Dl
Cash-and short:-term mvestments : 84 - - 84 334 ¢
“Other mvestments : 123 2) 7 128 N/A
Cirrency - - 16 16 N/A
Total $ 3647 $  (58) $ 787 $ 4,376 9.02
1908 RS ‘ , :
. Bonds 0 $:2,164 oy g 231 $ 2,288
E »Mortgages' ' ee2 Ppgiime o0 695
Stocks 90 S = . 886 B 476
.+ Real estate” L1098 s 23 13 2351
- Policy loans S 255 Gl = | - 255
* Cash-and short term mvestments 88 e Siogen
Othiér investments e D Coahe
Curfency ™ e L 46 181
o Total s 3535._, Lo el ‘_ $f4,1‘23‘;

€) Securmes lcndmg

s .Ylelcls arg based on fotal lml_eé{frr’enl-irlbomé divided byzthev{average -carryln

o The Company engages in securltles lendmg to generale addmonal income.

[Certain securities from its porllol io-are loaned to-other institutions for
: penods of time,, Collateral, which exceeds the market value of.the loaned
Securities, is lodged by the borrawer with the Company and fetained:by
the:Company until the underlyrng secunly hasbeen: ‘returnéd to the Company

The market-value of the loaned securities is monrtored on adaily basis
wrlh aflditional:collateral obtamed o refunded-as the market valiie fluctuates,
As.at December 31,1999, the Company had loaned securities (whlch

are included in invested assets) with-a carrymg value and marke’r value of

e

: approxumately $1,423 and $l 410 respectlvely

d) Mortgage seulrxtxzatwn

g value ol assets plus accrued rncome less net delerred gams

The Company has sold for cash; with:limited recourse, commermal mortgages
The maximum recourse: on.these mortgages is less than 10%:of the pro-
ceeds When the morigages-are sold, they are:removed from-the: Company’s
balance sheet-and the-amortized gains are recognlzed in-nef investment

income: As-at December 31,1989, outslandmg balances of sold morlgages

with. Irmrted recourse was $591 (1998 $296)

€) Credlt Tisk:

“Credit risk is the risk that a party toa fmancral mslrument such as 2 mongage
“borrawer, will fail to fully honour-its financia! obligations to the Company.
“Credit tisks are primatily assocraled with-investment; derivative and reinsur=

ance counterparties.




: The Company has prov ablist
afices against the carrymg value ofthe 1mpalred assel in
Balance Sheets I addition. to specmc allowances: the: Company provrdes
“Hor polenllal luture rmparrmenls by’ reducrng ‘investmgnt yields assumed ™

_rmparred assets was.as follows

Gross

"The changes durmg lhe year in respecl of the specnflc allowance lor St
; |mpalrment were:as follows : : : :

Speollmallowance for: mpaumenl ; 1999 i
. ‘Balance; January 4o oo e
“Provisions: durmgthe year e : e
o erte-ofls Tiet.of recoverles :

=~ Balanee;’ Decembsr

: '»gfmclude nall 3
- provision for: lulure credit losses lncluded ln acluarral Ilabrlmes was $1 207 e
,;”' (1998 $1 102) .

~inthe caleulation of actuarial-liabilities (note 4( )) The carryrng value ol -
. _ Tt :Concentrat/ans of cred/r rlsk

R A -~ The' Company's expastre to credit risk is managed through risk management
Carrylng

' "?mvestmenlgrade “BBB" o higher, and 82% (1998 83%) were » i
or higher, _Government bonds represenled 40% (1998 v39%) ofthe. .bond s
~ portfolio, The Company’s highest exposure to asingle non-government
-igsuerwas $678/(1898 — $707) Morlgagesand Tedl sstate are’ drversmed "

' AsatDecemberSl
19997 EUE amount Allowance value ;3
Mortgages . .. § 138 $ 49 $ 841
‘Other impaired assets - 195 83 12 7
Tol . _5 3% § 132 § 19
1998 o g S
“Mortgages =i s ,' § ol $»":vb.88»:, 88 -
.37 <Other impaired assets 5 188 IR g
PlocTotal § %9 . - & 477 . § 202

concentratlon of mortgages and'real estate;- with-$3.320 (1098 = $3,557) :' =

the largesl congentration of real estale wuh $2108 {1998~ $2 031)0 -
the real estate portfolio. e

R br hlgher with 86% asat December31 1999 (1998 98% e e
'exposed amount bemg wrlh counterparhes rated "AA" or hlgher'The larges’r Ly

NOTE 4 1 Ar:tuanal Llabllmes

_NOTES TO FINANGIAL STATEMENTS

specrflc allowances lor exrstlng |mpa|rments aoluanal llablhhes:‘
owancelor fulure rmpalrmenls Asat: DecemberSl 1999 the i

f‘pollcres and procedutes \ wnh emphasrs on lhe quallly ‘of the lnvestment L

: portfollo together with malnlenance ol lssuer industry and geographro dlver—‘v e
. sification standards: - : iy

At December 31, 1999, 1% of bonds (reea 93%)wereraledal .
erated A e

’,geographlcally and by properly 1ype: Ontario; Canada was the largest:

of the total porllollo tncome-producing commercial office propérties-were:

- The Company S BXPOSule to loss on denvallves is llmlted to.the exlent
that defalilt by counlerparlles 10 these contracts resultsiin the loss af any.- “
gains that: may have acerued +All-contracts:are held with counlerpartles rated.
).of the

4.

ingle counterparly exposure at December 31 1999 was $39 (l 998

a) (,mnposntlon ; ' :
* Actuafial liabilities represent the amounl whlch together wrlh estlmaled luture
i premrums and net lnveslmenl income, wrll be suﬁrcrent 16 pay eslrmated

lndlvldual Ilfe insurance

g lulure benems pollcyholder dwrdends taxes (olher than mcome taxes}

“and expenses onpolicies mloroe The composmon of actuarral llabrlltles
by ling of business and geographrc lerrllory was.as lollows :

“as atDecember3t

¢ Annuttles Other Insurance
S 1980 Participating Non-participating and pensions liabilities Total =
T (}a'nada o $ 2322 $ 1,437 $ 11,245 $ 1,590 $ 16,504
United States 0,836 2,720 6,280 038 10,774
International - 2,018 635 707 22 3380
Total. $ 14,174 $ 4792 $ 18,232 $ 2,550 $ 30748 v
1998 » S R i v e oo
- Ganada ! S LR 0T $ 4,130 0 $ 11,612 : $..1,060 ; $ 15879
= nited States: : : - 9,652 : 2,945 : 6696 : -84 20477
international e 1,881 33 : 747 21 2682
Tolal $. 48810 4,108 .1,965' ‘ $.-38,738 hE

f Upon demuluallzatron Manu chut

- mamiarn tWo separale accou
. pating poIrcres and one for its ‘
‘ pohcres mforce as al September 23 1999 separate sub accounts were

$ 19055 o g

' eslablrshed wrlhm the: pammpallng accounl These sub accounls permlt ’rhls_,‘ et

Partlclpalmg busrness 1o be operaled as: separale “closed blocks” ol busmess.‘f o
Asat December31 1999:°76% of actuarial liabiiities related: lo lhe

partlcrpalmg pollcyholders accounl are included:in lhe closed blocks

s



NOTES TOFINANGIAL STATEMENTS -

' b) Assets backmg habrht es and cqulty g o . 5"" s Changes in the farrva1ue of assets backrng actuarral llabrlrtreswould

“The Company.has established a targer invested asset porrfoho mix whlch : : have 2 liniited impact - onithe Company's equity as it would beoffset: bya: !
. takes into.account the risk attrrbutes of the liabilities sypported by the L correspondrng change:in the fairvaite-of the liabilities=The fair valug.of.

assels, expectations of market performance and a.géngtally conservative .
investment phrlosephy Assets are segmented and matched ro Irabrlmes [

with similar underlying cnaracterrsncs by:product line and-major currency. & change it the fair value of assets supportrng capnal and-other lrabrhnes*.

' Liabilities with rate and tefm guarantees, such.as annuities'and pensrons “tesults in a corresponding change in equny when recognized; uﬁset [

e predomrnanrly backed by: fixed-rate |nsrruments such as-bonds. and . <= schangesin related |iabilities when recognrzed The tair:value: of-assets back— i

. .commercial and mortgage Ioans rnsurance product .such as par i 'zlpatrng ~“ing:capital and other liabilities as.at: December 31 1999 Wes esl!mateé at

-~ whole life insu ' $18,218 (1998 - $15,600). :

L Companys aquit The carrying value of total assets supportrng actuana\ Ira :
4 and real estate: Irabrmres and caprtal and equrty was as follows

i assets backing actuarial {iabilities:at December 31 1999 was estrmated at
_$40 631 (1998 ~$42; 100)

Individuat life msurance

“As at December 31

L e Non- Annuities
7 4999 B sl B Participating participating and penslons Other Capltal
‘Assels ' Lo
o Bonds $ 6448 $ 2,462 $ 12,934 $ 6546 $ 2463
- Mortgages 941 260 3,845 1,514 310
Stocks <7 1,865 182 7 688 2,026
‘Real estate hm il 1,088 # 37 349 1,664
Other. . i Lo e 3,832 1,847 1,345 2,645 1,308
STotal e ’ : 5 14174 $ 4792 $ 18,232 $ 11,739 $ 7774

.j199$__:

“Asgels: i T e L E E T T f e .
Bonds . Lo e 88083 ©§ 2749 % f29e4 . 6 BT d og3gs . it $U001
~“Mortgages e 916, 886 4587 Sl ARt e 402 7 o T2

o Stocks s S s s Daepg S PRI LS BE8 1832, . 4042
“:Real dstate e L e 090 BG83 oo AgAD o 2,992
Other.. . : coe i ggey D T A481 B04 903 - 775

. Total R ' L TTE 310 $ 4408 - § 19,085 8 8O 8 THS $.531:02

: Olner' des i and.u.. liabrlmesand non comrorlrnglmerestrn subsrdianes Caprral represen’rsrmal equity, suhordmared debtandrrus1preferredsecumresrssuedbysubsldranes

monrtormg or approprrate assumptrons rs desrgned ro mmrmrze the extent m_ i

As:etibécember.;ﬂ 1999‘ 6‘7 of assets relaredr the parircrpatrng polrcy-

Inthe cumputatro : uarral habrlrtres best estimate. Teserve assumptmns:v :
are made Assumptlrms are made for the Irfetlme of the pohcles and mclude :
assumptrons with respect to’ mortallty and morbrdrty, mvestment feturns

“c) Slgmflc'mt reserve a sum
i+ The-preparation of fmancral statemems |nvorve he use ef estrmates and

R "assumptmns however actual results may differ from:those estimates, The _'raies of pclrcy termination, operating expenses and cerrarn taxes Actuanal
-~ most significantestimation processes for: rnsurance compames are related . assumptions may be subrect to change in‘the future Actuaf experience is
#1140 the détermination-of actuarial habrhtres o : i '_mon itored regularly against the assump‘nons to ensure il the assump’nons
Actuarial liabilities have two maror components; a best esrrmate and a i, _ remarn appropriate. Assumptrons are drscussed |n more detarl in rhe :
“provision for adverse deviation. In conrunctron with prudent business - ' rollowmg rable : : s

practrces to manage both busrness and rnvestment rrsks the se!ectron and




' Nature of factor and assumption methodology

Risk management and sensitivity to change

MORTALITY ARD : Mortallty relates Yo the occlirrence of death Mortalrty

The Company estabhshes approprlate underwrltmg standards to determine e

'ln addltronv fo the above assum tons are made for expenses and taxes

. the Company's inter . ‘
_altowance tor rnﬂatrcn 'Exp‘ cit ass umptrcns are. made or tut 18 premru
: laxes and other non -ince me relat

- Prowsron for adverse devial
» The basic assumptrons made in establrshmg acluarlal llabrhtrcs are best
~estimates for arange iof possrble outcames: To recogn ize the uncertamty

o , exposed to the tollowmg risks:

for eachiine ofbusiness. The prorected cash;flows'from

derived from thé current economic oatiobk and the.Com-
;. pany'sinvestment policy in ordar fo:detérming expected :
= “rates of return-on these:assets for all future years, :

B Z-lnvestment return: assumptlons inctuide expected futisre.
assetdefaults; Asset defaults are prorected based-on
both past:Company-and. indstry experiénce-and specltlc

. revlews of the. current lnvestment portfollo

- ‘these-assets are combined with- futufe reinvestment rates..:

T declrnlng remvestment rate rn order to rncorporate rernvestment l’lsk

o For the Company's annulty busrness an |mmedlate and parallel decrease”
“In-intérest rates of 1% across all maturities in:Canada and the. United State:
"would decrease-net income and eqult y

S The exposure to: asset defal !
which limit concentratrons by tssuer connectrons 1a
i graphrc regron e

“Recent mortgage delault experlence has contlnued 10° be lavourable ‘when:

MORBIDITY asslimptions are:based on-past:and emerging Company .- . “the.insurability of applicants. Claim trends are monitored on an -ongeing basis.
: and industry.experience. Assumptions-aré:ditferentiated Exposure to large claims is-managed by establishing: pohcy retention fimits:
.. -by:gex, underwriting class:and policy:type: Morbidity which-vary by market.and geographlc focation, Policles in excess, ot:thelimits
- relates1o the' occhirrence of accidernits:and sickness:: « - are-reinstred with other:companies ~The maximum:exposure ofn any:one e
Morbidity: assumptrons are based on-Company and - life policy as at December 31,1999 was; $22 (1998 —~$23).-In-addition; the & i
: llnduetry experlence L - Company:carries:coverage that insures against a-catastrophic aventthat- .
: -coild ‘entail:aggregate claims inexcess of $30° but less than $150 asats
December 31,1099 ancl 1998 :
; fMortalrty is momtored monthly and recent expenence has been favourable
. when compared-{o-the. Company's-asstimptions. Motbidity is monitored:monthly.
and recent expenence has been conslstent wlth the.Com pany 's-assumptions. .
 INVESTMENT The Gompany matches assets: and llabllmee by busmess " The company s polrcy of closely matchtng cash flows:on.{he:assetswith
.~ BETURN - segment -using-investment objectives that are: approprlate those for:the corresponding liabilities reduces: the Gompany 5-exposureto-

future changesin interestrates; Derrvatlve instruments are-used where.

necessary-when there-is a.1dck of suitable permanent investments-to-minimize::;

logs exposure to intérest rate changes. The valiation interest:rate-assumes

5428 at ‘December 31
(1998 rncrease ol $5

is: managed by:poll

compared:1o the Company’s assumptrons ‘Recent borid default experrence has
been consrstent wrth the Company s assumptrons :

i POLICY ; Lapse relates to the termrnatlon of polrcres dueto non-
. TERMINATIONS

paymerit:of premiums. “Surreriders relate'to the voluntary::

termination of policies by policylolders. Policy terniina-

tion.assumptions are based on'the Company's experience
*adjusted:for:expected future conditions; Assumptions

retiect differences in geographic markets:and lapse
patterns tcr drﬁer_ent types ot contract_s

The Company.designs its products.in orderto mmlmrze frnanclal exposure

. to'lapse-and surrender.fisk.in addition; the Company monitors lapse and:

surrender ‘experience monthly

Generally, recent lapse rates have been-lower than. expected when: compared
to assumptions-usediin the‘computation of-actuarial-diabilities; with higher .

-surrenders expenenced on:certain pensron and deferred annulty buslness ik

(other than mcome t

in establishing:these best estrmate feserve assumptions, to allow for possrble

deterioration-in expenence and to- provrde greater comlort that the reserves:

are adequate to pay- fiiture benefits; the Appornted Actuary is requrred to

rnclude a margin‘in'each assumption. i .
“The rmpact of these margins is:to mcrease actuarral lrabrhtles and

" decreass the tncome that would be recognrzed at rnceptton of the polrcy

Minimum condrlrons are prescnbed by the Canadian Tnstitute ot Actuarres '
for determmmg margins: related to-dnterest fiskFor otherrisks whtch are

not specitically addressed:by tne standard arange is defined as 5% 1o 20% :
. ofthe expected experience assumptron The Company uses assumptrons

atthe conservative end:of the ran_o,e takrng into account the.risk profiles
of the business.

d) Risk management
In-addition to.risks related 1o reserve assumphons the Company is: also

" Forergn currency risk

relative to the Umted States dollar would be 2 $10 decrease in net income

The Companys strategy ol matchmg the currency ot rts assets wrlh the
currency of the liabilities these assets support result 3.0 mrmmal fmancral
exposure: felated-to lorergn currency lluctuatlons o assels backrng

a tuarral habmtres - a - .
The Company also generally matches the currency ol its equrty wrth the

: »currency of its lrabrhtles except for: approxrmately $650 at December 31,4999
(1998 = $600) which was invested in‘a diversitied basket.of mternatronal

currgngies. Aligning the currency mix reduces the sensthvrty ol lhe Companys -
capltal ratios to exchange rate fluctuations. ' : T
Asatl: December 31, 1999 assets exceeded lrabtlrues denomrnate‘
in lorergn currencres by appr

for:the.year onded December 31, 1999 (1998 $8) nd a $56 decrease

inequity-asat December31 1999 (1998 $49)

Liguidity rlsk : : : :
Liquidity risk-is the-tisk that the Company wil not have access to sulfrolent

i funds to meet its liabilities as they become due. Certain of the Company's

policies have features that allow them o b terminated at short-notice,
creating a potential quurdrty gxposure. inthe normal course of business, -

~ .. the Gompany- matches the matur lty of.invested assets to the maturrty ot

actuarral lrabllrtles s ,, i : Pl A7



The Company had avarlable Irqurdrty, net ot polroy cash values that -
ican be surrendered a short notrce of $21 660 as at December 31, 1999

b Remsurance r/sk o = e

: In the normal course ot busrness the Company lrmrts the amount ot loss
U onany: one- polrcy by remsurmg eertam leve -of: tisk-with other rnsurers

. In:addition; the’ Company accepts rernsurance trom other remsurers Rem-
' surance cedsd:does.not drscharge the Companys Irabrlrty asithe:primary =

losses to the Company; consequently, allowances are establrshed for
. amotints deemed uncollectrble ln -order to minimize Iosses from remsurer

. graphical Iy and- with any one rernsurer In add ition_ lhe Company selects
. reingurets wrth high: credrt ratmgs . : : '
o As a result of ceded refnsuranc actua al fiabiliti
by $1,553 at December 31, 1999 (1998 =81 433)
The etfect of remsurance on: premrum mcome was aslollow :

‘ ;fc) o hange i in actuanal llabllrtus » i
i Change in actuarral lrabrlmes durrng the year was caused by the tollowmg
o busrness actrvrtres and changes in actuarral estrmates

insurer. Faiture of rernsurers 1o honour therr oblrgatrons «cauld résultin- " -

Balance; Jariuary 4 $ 38738 "o § 87,227 1
= Normal:change SR
_ “"New policies 1,706+ 760
Intorce 160 = s (BT
Changes in methods and assumptrons @y ed
* Changes due fo assumptron A .
.. reinsurarice agresment & 766 i LR
Cufrency impagt- © it (1,618)F oo 4,250

- insolvericy, the Company momtors the concentration of credit risk bath geo- . Balance, Decembor 31 :

;Fortheyears el Décamber 31 2 :,v : 1999 008

$ 8672

lncome'_'Taxes

: ,materral changes was.a reserve releass of $3.

course ol settlement on-he Consolrdated Balance Sheets

Diregt premiymincomie™ .o % 74100 $ 5546 .
‘Reinsurance-assumed . o 1780 © o n 874
=*"‘Reinsurance ceded " fa i (518)7 - T (724):”?5;»

- Tolal premium income © 8 5,686

| NOTES TO FINANGIAL STATEMENTS

Furmeyearsendedneoemberet T ' 19995' S 008

$ 39,748

. cerlam savrngs products and an updated assessment of long-term credrt

risks for certarn assel classes The. overaliimpact of these,:and. other less

Provrsrons for unreported claims are.ingluded with polrcy benetrts in the :

-xors 5

= he etfectrve rncome tax rate torthe consolrdated provrsron for rncome taxes

- 43% at*December 31“ 1999 (1998 43%)tor the lollowrng reasons

-_Rec crllatron of muomolaxexpe L

_The amount of income taxes pard rn cash durmg the year ended Decem-v :

 varies from the income taxes com uted at tie Canadian stalutory tax rate of = "ber 31,1999 was $61 (1998 — $170).

S for s yeirs-endad Decemmber 31 S .
“Incorie tax at Canadiari stattory rates . § 502 $400
‘In¢rease (decrease) in‘fax dueito; ey R R
* Tax-exempt investment mcome S (69). H )
Drtferences in tax rates in. N Y
torergnrurrsdrcttons : (110) = : I (69);

. Recognltron of tax benefr

from prior years 27 :
Others= .. iy -
':,Income taxes $ 302 oA

ot Operatrons are;”

For thisyears ended Decem_berst L 1999 ! ‘v 1998 .

Canadian income tax:expense {benefit):
* Gurrent taxes : L% 82 e § 67
Future-taves = : (32) e 48
: : : $ 30 $ . 1186,
Forergn income tax expense (benefrt) e e
o Currentiaxes. oo $ B4 %790
Fiturefaxes - L e 306 46
s e $ 272 800425

 Income tax expenss.

$ 302

i R

48

' Agat Decemher 31

’ Components ol income tax expense rncluded in the Consolrdated Statements '

'Neltuturetncometaxasset R

o4y

Undrstrrbuted eamrngs of non=Canadian subsrdrarres may be taxed upon }

":repatrratron 10 Canada. The Company has recogmzed a futurs tax fiability a0
SRR S . -onthess undrstrlbuted earmngs 1o the extent that management expects |twr|lf L
1990 .. 1998 - peincurred on earings repatriated in Thetoreseeable futurs:s '

The following table presents luture income taxes in total and the prm— [ .

) crpal components

1099 Siiioan 1088
Futuré-income tax assel el
: Actuarral lrabrlmes : $ 604
: 421
178 000 a8
S e $ 1,108 “1r :$ 14037
Valuatioh-allowance: £ . (45) o1
Future ncome:tax-asset - cin §0 983 i §ed A8
Future income tax liability: ' v , v ;
Real estats : S8 (28)) 0 B (164)
Securities e (128) =7 ki a(185)
Other:: E S (63)° {80y
Future income tax fiability L $  (424). ciB {359)

Asat December 31, 1999 Manulrle Frnancral and rls subsrdrarles have '

: approxrmately $407, (t998 $365) of tax loss carrytorwards available; nong
~0f whrch -expifesin 2000 These tax: loss carryforwards can be applred agarnst
_ tuture profrts ol the companres that have rncurred those losses.
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Subordmated Debt
: A5 at Detembor'3! " 1999 v1‘9'9'85_>
U 7H% U8 dollar T Loy $ 361 - . § 385
8% UK pound * i i : : 221 242
Total . i § o582 627 .
Fair value : i1 ¢ 588

- Thetash amount of mterest paid durlng the year ended December. 31 1999

was s $48 (1998 - eas)

a) 7%% .S, dollar subordmated notes : . :
: During 1995 the Company issued U:5:$250 ($341) i in Th% subordrnated

S .Rule 144A of the Securities Act (United States)
$ 690 {
 The fair value of subordinated debt is determined by reference to current .+ On January 1, 1996, on amalgamation with North American Life Assurance L.
-~ market prices. Both-issues-form part of the Companys regulatory caprtal
i To-reduce exposure fo foreign currency fluctuattons derivativesare used fo
»_convert the UK. pound debt.into Canadian-and U. 8. dotlar liabilities.

T : Company, the-Company assumed £100 ($202) in-8%% subordinated. -
. nbles redeemable-on November 17,2003, Concurrently £5 ($10) of debt
 Whichwas held by the Company, was extrngurshed

notes die Aprrl 15, 2005. This dabi was isstied-as’a pnvate placement under -

’b) 8‘/% UK. pound subordmated notes.

NOTE 1 l 'Erust Preferred Seeurltres Issued by Subsrdranes

N 'Capttal Trust Pass—through Secuntres Unrts ot $735 (U S $500) were:’

’ |ssued by sub3|drarres of Manulrte Frnancrat in January 1997, maturrng

1 :_trust subsrdrary, and ¢
¢ .'Manutacturers lnve"

+NOTE 8

February 1 2027 Usrng exchange rates at the date of issue, net proceeds

o romthe issue were $672.

Each:unit consrsts :ot ong 8. 2 ’/o Trust Preterred Securrty, ssued by the

0 D referred purchase contract, issued by

, The trust ssbstdrarys only
asset rs afl mvestmen n‘notes rssued by MIC. Hotders ot each. purchase
contract may be requrred to purchase 20 non-cumulatrve petpetual preferred :

shares ‘Series Aot MlC at U S $50 per share Holders hay satrsty thrs

Demutuallzatrun

»ot the. Securitiss Act (Umted States):

- tlon ot 8. 25% subordmated debt maturmg February |

- :Ztorm partot 1he- Companys regulatory caprtal

.purchase by delrverrng the Trust Preferred Securrtres to MlC i exchange tor» o
the perpetual preferred shares. .

The Securities Units were |ssued asa prrvate placement under Rule 144A% : 1»';‘

From the Company’s perspectrve the issue:is equrvalent to a combrna- :
_;_2027,'and an optr :

58 Manutacturers Life was-organ |zed asa mutual lite insurance company untrl
_ September 23,1999, On'that date; Manutacturers Life-convérted to a stock lrtev .
" instirance company with.common shares foltowing approval of its plan to; : .
demistualize’by pohcyholders and-the Minister-of Finance (Canada) Manulrte e

Finaneial Corpcratron (“Manulrte Fmanoral "the *Company”) was incorpo-.

: rated on Apnl 26 1999 under the Insurance Companres Aet (Canada) and -
on September 23,1899, became an |nsurance holdmg company.owning al’
of the.outstanding shares of Manutacturers Life. To effect the conversion, the:

‘ .Company issued:a-tatat ot 501 mrllren common. shares; of which 38 million

their.common shares pursuant to the Plan of Demutualization. The remarnrng :
: 363 miflion common shares were retarned by polrcyhclders and grven 2

were issued tc certarn underwrrters at $18. 00 per shate and 100-million
common shares were sold.in-a secondary oﬁenng by a custodran on:hehalf
of certdin policyholders who: elected o were otherwise requrred to sell

total nommal value ot one dollar in the Companys records. Proceeds trom
‘the shares isstiedto the underwriters amcunted 10 $694 and, were used 1o

fund payments by Manutacturers Life, in “Lieu of common shares to certarn 5
poticyholders in exchange for therr ownershrp rrghts AII costs of servrces

" provided by outsrde vendors:in respect of the conversron amountrng o $31 . i

niet of taxes, were treated as a capital transaction and; upon demutualrzatron ' ‘f'g» e
were deducted from the surplus of Manulacturers Life. All costs of the ;
seccndary ottenng, amonting'to $58 riet of taxes - were treated as 4 capital ,‘
{ransaction and deducted from thestated caprtal of the Company AII costs
were.paid.from the general fund of the.Company:

The assets, liabilities; equity afid resu'ts of operations of Manuf acturers
“Life haye:been:presented in the consolidated financial statements of Manulrle :
 Financial- Ccrporatrcn on a continuity of mterest hasis:

. 49



»NoTYE 9: l ShareCaprtal

. NOTES T0 FINANGIAL STATEMENTS |

,‘The authorrzed caprtal ol the' Company con5|sts ot :
aj-an unlimited.nismber ol commen shares wrthout nommal or.par value; and

) an unlimited:number of Class A and Class B preterred shares wrthout it
omtnal or par valle, issuable in series. - » .

0n October 7 1999 the Company announced the establrshment ot a

normal colrse issuer bid program on.The: Toronto Stock: Exchange {the

i "Exchange") authorrzrng the Company 10 purchase upto 25 million commen

: ishares representrng approxrmately 5% of: common shareszrssued and

;the Company'provrdes nottce of early tef

' times determined by the Company. Any shares purchased as part of the
*bid wrll be cancelled SR i

v '-OTE 10 Earnmgs Per Share

matron Transactwns wilths -
-executed-on:the Exchange at'the prevarlmg market pnce in amounts and at .

I 1999, the Company purchased and subsequently cancelled T mtllron
ofiits common sharesat a total cost of $128. Common shares outstandrng

'were reduced by $8 and.retained sarnings were reduced hy $120:

. As at December 31,1999, the Company had 494"m|l||on common shares.
rssued and outstandrng : : :

Number

) : of shares
'common shares. (in millions) Amount
. lssuediin public offering note). 38 $ 694 .
l_ess issue costs, net ptaxes fowe8) L5 (58
. ' $ 636 .-
463 -
v,purchased for cancellatron o @ @)
: T 200 Ty

: Basrc earmngs per share for the. perrod trom September 24, 1999 lo

: .shareholders of: $267» dthe werghted avérage ofthe: number of shares..
L r that p' od-of: 499 mlllton Adtusted bastc carmings: ner share
_ for the year ended December 31, 1999 was $t 75 Th rs was: derrved by

}_nora 11

: '»usrng net mcome atrrrbutable to shareholders atter demutualrzatron olus net
‘December 31,1999 was $0'53, calculated Using nét income attributable to' ’ o

~ ended December 31, 1999 of 501 mitlian, assuming that ‘common shates -

lnvestment in Manulrfe Century Ltte Insurance company

income attrtbutable to mutuat operattons prror 10 demutualrzatron angt
welghted: average of the number of common shares outstandmg for: the

rssued to polrcyholders were outstandrng at the begmnrng of the year

i Aprrt 1999 the Gompany entered the Japanese Irte rnsurance market

" While the Company ‘and Daihyaku Mutual: each inifially-own 50% of-the .
‘_iequrty of Manulife Gentury Life; the Company owns 74.6% ot the votmg
““shares and controls the Board of Directors. '

. Mutual for the business rntrastructure acqurred can ettectlvely range trom

i ‘5"

: »_through the: establishment of:a new lite insurance company, Manutifs Century “vinterest in Manulife Gentury:Life may increase. The total consideration paid

;:_ ‘Lrte Insurance Company (“Manuhte Century Ltfe") wrth 2 local company, BT
T R oy 'L;lestrnanclal performance over the 15 yeas perrod followrng closrng on

g ‘torce rts operatrons rntrastructure mcludmg tangtble and mtangrble assets
T material contracts and goodwrll aridits busrness nghts to.sell new: pottcres.

The total consideration-to be paid by:Manulife Century Lrte to Darhyaku o

Yen 15 brlllon 1o Yen 100 blllron In addrtron Manulrte Frnancrals equrty

',and ulttmate equity:interest are collecttvely dependent on Manultte Century

" the assets acqurred by Manullfe Century Life have been recorded at thetr : " e

estimated fait values of $2 at ths date-of acqursttron The gxcess of the pur-'" i
'chase price-over the fair value of the assels acqutred was recorded s> i
’goodwnl {included:in Miscellaneous, Other assets) and is berng amortrzed
on a straight-line basrs over 20 years .. S :




““Forthe yeafs ended Deuemhe'r’:-ll S
. Changein benefit obhgahon

«NOTE 13 l (:ommllments and contmgencles

. NOTE 12 Pensmns and Other Posl Employment Benems

CHOTES TOFINANGIAL STATEMENTS |

The Company mamtams & number of pensron and benem plans lor ns ellglble -

399@9'4‘?‘ 1508

“Balance, January't:
Service cost
“interest.cost
247 Plan-participants'
o contributions
. -Amendments i
Actuarial. foss (gam)
 Bensfits paid .
,}“Llabmhessettled :
through conversxon
-Currency :
Balance December 31
Change in plan assets”
' _-Falr value of plan’ assets
“January.1
Actual-eturn-on planassets ;.
. :Employer contribution ..
Plan-participants’
.-gontributions -
Benefits paid
Conversnon value/ pald
“Currency . :
Falrvalue of assols;
Decambar

- Fundedstatus;end ofyear % § 77 0§ .35 HOos (114

- “Unrecognized pnor

 Acorued benefitiabiiy  (118) (1N
*'Prepaid (accrued) i [
penslon assel (llalﬂllly) g BTS2

service gost ~ : 16 & i 1:0 ; ‘, :
“Interestoost 37 36
.,:;Expeclad Teturn-on planfassets: f (42). o2y

L assumed heallh care’ cost lrend rales would be as lollows ..

= R T l)lher
siti sl Pension beneflls L% grmployes bénefits.
As at-December 31 Sl 1999 1808 1999 . 1998
- suony

. Unrecognized net. - . i o
“actuarial gain - 70 82y - (59)

Unrecognized initiat L ' s
Transition gain Sl (A7

:service cost: . e 15
Prepaid (accrusd) i SR
: penslonassel(llabllllv) $ 5§12
“‘Amounts recognized in
‘the Consolidated:Batance
" Sheets-consistof: e gl
Propaid benefitcost - §$ 121 - §423: -

Components of lhe nel beneht expense are'as lollows O
: ; Other

: - Pefsion benefits =~ | embidyee beriefits
% For the years endad December 31 1999 1998 1999 1998 i
© Defined benefitservicecost -+ § 14§ 15 TR

Defined conmbunon

Net amortlzahons and

i  deforrals .
. Net havnafllsxvpense' S §0 2 Lagar $

S e L _ : - -penslon benafits

for the yeats endsd Decomberat oz i o 1999 ! 1098

Wenghted—auerage assumphons L LUHE e e
Discount.fate: i - L 7.3% L B3%
Expected return on plan assets 8.3% i 75%

. -Rate olcompensatlon mcrease e 8.4% o 3%

Assumed health care oost lrends have a 5|gn|f|ca g effeot on the amoun
reported for-the: health care plan The |mpact of:

100 basls-polnt 100 basls-point -

: Increase decrease
2 Effect-on total of service:and. interest costs i 3 {2}
© ‘Effect on post-employment benefit-obligation’. - 16 (14

La), Lewa] proccedmos . o
QOver lhe past several years, lawsulls mcludlng class achons were hled
agamst 2 numbet of life i insurance compames operahng in Canada and

 the United States: rafated to- life i ,msura e pricing ¢ and sales _prachces A :
' i dechnes in mleresl rates, lhese pohcres could nol generale enough dl\udends

hcularly the sale of hfe Insurance poltcnes on ! vamshmg

' “premium ollsel" ba3|s Llfe insurance policies-with premium offset leatures '
o were designed in such a-way that poliey dividefids wouid eventually offset
ipremiums and make it possnble for the pohcyholder 1a stop paying: sut-of=
: .pocket premlums wrlhm a specmed penod of hme However; due fo sngnlllcant



to'changesin interestor drvrdend crediting rales-or which/were sold usrng
. the “premium ottset concept have typically. mcluded claims that stich sales
: involved mrsrepresentatrons o omissions regardrng the cashvalue of the

~ against other. compames

©': The Company was.a-named detendant in srmrlar ‘van rshrng premrum
cases, tncludrng fotr class-actions in-Canada, in Candda:two classaction’
i suits were resoived by a settlement agreement thal was- approved by the
-Courtin Ontarro on November 18, 1998 and'the court.in British Colymbia

. I:$72 tor classx relret and $19tor benetrts pard throughiz :

_end ot 2000

and vamshrng premiums, Ten of the class actions were: consolidated in

Federal District Court for the Southern District of California by the Multi- f‘
< District Litigation Panel: An agreementio-settie the consolidated suits-was

; srgned onJuly 8,1998 and recerved court approval on December 21 1998,

" The: total present vallie of the settlement was estrmated at trme of settlement - .

to'be U:5::$500..0f. thrs U S; $450 will be drstrrbuted 1o approxrmately
161,800 ctass members through drvrdends and rnterest oredrtmg over the

- uted to class members in the form of dividends-and rnterest between 1995 -
: (when enhancements were first |mplemented and which have been credited

- paid out begrnnrng in-laté 2005:and:continuing for-the life of the'block:of
3 business: The: remaining U:S. $50-is the: amount funding a capped Claim-
- - Review Fund. The:Gaim Review Fund.will be distributed by.mid-2000 to-class

exrstmg known U5 class-actions concernrng vamshmg premrums and other
': rllustratron practrces have now been,} settled ;

: a$S action: 'b':ons that may :
» result from polrcyholders wh
: there can be:ho assurance that thiese legal proceedrngs or any furthef

litigation relating to lite insurance pricing.and sales practices-will-not have

“a materral adverse effect onthe Companys business; financial condi |t|on
or results of operations. -
The Company.is also subreotto legal actions-arising.in the ordrnary
course of business. These legal actions are-not expected to have a material
- -adverse effect on the consolldated financial position of the Company. -

: »b) Investmutt commltmcnts T
*In the:normal course ot busrness varrous rnvestment comrnrtments a
e outstandrng which are not reflected in the ‘consolidated trnanoral statements.
There were $193 of outstandrng rrtvestment commrtments at Decem- '
- ber 31, 1999, of which $44 mature in 30 days, $125 mature in 31 fo
365 days and $24 mature in2001 ‘or - later. There were $148 of outstandrng

and paid-up additional insurance or interest o cover future premiums. Law-
suits relating'to-sales of trte insurance policies whose:values were sensitive:

:polrcres or.the-premiums necessary to “vanrsh" luture premrums Certarn of ¢
fthese lawsuits have resulted | in substanttal settlements or rury awards o

30 days, $89 matured ifn:31:10 365 days and $8 mature in 2000 orlater:+

' c) Letters of credlt

‘on Becember 18,1998, The estimated cost:of the settiement agreement is:

olicy revrew process d) l’h dgL A wssets

NOTES TOLFINANGIAL STATEMENTS i

investment commitments at Décember.31, 1998, of: whtch $51:matured in.

The Company.issues letters of credrt in the normal course of busrness
At Decerber 31; 1099 letters. of credtt in the amount of $887, mcludrng
$13 agarnst whrch assets have been pledged are outstandmg

'"l oourse ol busmess erlatn ot Manulrte Fmancrals subsrdrarre

~In'the United States there have. been a number ot mdrvrdual lawsurts and i

o 'class actions filed agatnst the Company making claims: about sales practices: - “n respect of:

- Secufitieslent © $1074 § - :

“ i Letters of gredit - - 13 - 18

Denvatrves e - 3
Regulatory requrrements 35 -

Total - ' $ 3 %

e) Capi

| fthbl tb ately U.S:$2 i distiib-
e gltne OCkD Hiness, Approxrm 2 S el wrlhave been rstrrb A panies: Act (Canada) The lGA requrres Ganadian: |nsurance companlesto

: - maintain.al alf time minimun levels of capital (whrch prmcrpally includes

as part.6f the settlement) and 2005 while:l).S. $200 is projected to be ™ .

- members who partrcrpated in the settlement's claim review process. All " .

ave opted aut o class settlement However e

< year of 10% of its:surplus determined-at: the gnd of the prevrous year. The

_vples in 1999 the maximum amountof shareholder drvrdends transfer
troma Umted States subsrdrary tothe. parent company witho e

Bonds Other | Borid§ . -Other:|

5664

Dwrdends and caprtal drstrrhutrons are restrrcted underthe Ins Iran

commen shareholders “equity [mcludlng retained eamrngs] non-cumulatrve.

-perpetual: preterred shares, subordrnated debtand the partrerpatrng accounty:. -

calculated.in- accordance with:the Mmrmum Contrnurng Capital and Surplus:;

i Requirements, In addition fo the requirements under Canadian law, the.

-Gompany must also maintain minimum levels of capitat for its torergn sub- .
<-sidiaries. Sueh amounts of:capital are.based on the local stafutary accounting o
i pasisin gach jurrsdrotron The:most srgnrtrcant of these.are the Risk Based: . ; i
: : .Caprtat requrrements tor the: Cornpanys United States insurance subsrdrarres o

mrnrmum requrred in:

There are: artdrtronat restrrctrons on drstrrbutrons in torergn Jurrsdrctrons L

in relation to shareholder dividends. In the Unlted States regulatory approval e
s requtred ifa shareholder drvrdend drstrrbutrcn froma Uniited States

subsrdrary company to the parent company “would exceed that subsidiary )
company’s garned surplus; Regulatory approvalis also réquired if the distri=...0
bution (together with other drstrrbutrons duririg the previoiis year) exceeds i

the greater of the subsidiary’s statutory net operatmg income for the prev1ous o o

determination must be:made in actordance with: statutory accountrng prin

was U.S: $61 (1998 U:s: $136) i




L £y Partrcrpatmg busmess S
- In'some territories where: the Company. marntarns' partr
'fare regulatory restrrct' 1 amou i ot,protrt that canbe transferred
40 sharehotders Whe
: 'ot a fixed percentage
operated ds separate tosed blocks," transfers are governed by e terms
< of Manufacturers Lrtes Plan of: Demutualrzatron - s

NOTE 14 Farr\lalue ot Frnancral Instruments

- The Year 2000 issue arises bec 58 many computerrzed systems use two
;drglts rather than tour to |dent|ty a year, Date- ‘sensitive systems. may recog- i
’.nrzethe year 2000 as 4800 or some other. date, resultrng in errors: when i
- information using year 2000 dates is processed. In addition, similar problems B
‘may. grisein-some systems that use certain dates’ in:1999 to-represent some-
thmg other than a date. Although the change in:date-has occurred itis not
possible’ to concluds that-all aspects-of the Year 2000 isstié that may attect
¢ the entity, including:those related to customers, supplrers or other thrrd
: partres have been-fully resolved St

atrng accounts there"- :

Testrictions generalty take the torm -
nds."F T partic] atlng busrnessf=

NOTES TO FINANCIAL STATEMENTS

g) Umertamty duc to thc Year 2000 nsk

“instrument.and'the current economrc and competrtrve environment: T hese
calctilations.are subjective in nature; tnvolve uncertarntres and matters ot
srgnltrcant judgement.and.do notinclude any- tax jmpagt.

Both the fair-values and the biasis for deterriining the fair value of rnvested
“assets, actuarral Irabrlrtres borrewed funds, subordrnated debt and-deriv-

HDTE 5r 'tterivatrv,e

. Frnancrat rnstruments refer to both on-and ott batance sheet |nstruments and '_
it may be assets ol trabrlrtres They are contracts that ultrmately grve rrse foa - . »;mrscetlaneous other assets, polr )
deliver an asset Fait vatues are managements best estrmates of the amounts i "'Irabrlrtres approximate therr carryrng Nalugs, dus 1o therr short term nature -
*atwhich rnstruments colild be exchanged in a current transaction between

wrllrng partiesiand afe generatly calciilated based-on:the characterrstrcs ofthe

- ative: tmaneral rnstruments are d‘sclosed rn notes 3, 4 6 and 15, respecttvety 5

‘The fairvaldes:of: a‘ccrted ve_stment rncome outstandmg premrums '
j-benefits 1 in the course et sett Ieme |

provision for: unreported ctarms polrcyholder amou nts on deposi

“The fair value-of-banking deposrts is estrmated at $329 4t December 31,
1999:(1998.—~ $266) compared to-acarrying value of $333 it December 31;
1999 (1998 — $264). The fair-valug of these:financtal mstruments is deter-

i mmed by discounting the contractual cash flows, using market-interest rates

currentty offerad for deposrts with srmrlar terms and conditions.

5 'Derrvatrvetrnancral rnstr' ,
o are derrved trom underly :g assets or rnterest of torergn exchange rates

*suchias torergn exchange contracts rnterest rate and cross currency Swaps,:
forward rale agreements and equrty optrons are used 10 manage exposures _

a consistent: stream of earnrngs :
lnterest rate and: torergn exchange swaps are contractual agreements
: between the Company and athrrd party'to exchange a serres of cash flows.

"rnterest fate payments based an-a-notienal value | rn a srngle currency For
foreign ¢ exchange swaps; trxed inferest payments: and notiohal amounts-are
exchanged in differerit currencies. ‘Netional amount represents the amount .-
to whrch arate.or prrce is apptred in-order o calculate'the exchange of cash

[n'the. ordrnary pourseof busrness {he Company enters into prrmarrly over-

o thes counter contractstor asset/i iability mariagement | piirposes: Derrvatrves o

= sideration Iegal contracts which: permit ottsettrng of posrtrons or any collateral
‘which.may be obtarned .

- Ho-interest rate, torergn currency and equrty ttuctuatrons rn order to ensuze - o

by OSFL
For rnterest rate swaps, counterpartres génerally exchange fixed and ttoatrng' [ _
»T;accordrng 1o the credrtworthrness of the counterp.

unvealized. gain:orioss; accrued rnterest recervable or payable and premtums
. _paid.or received. :

. v';tlows The notronal prrncrpal amounts arg’ not rnctuded in the Consolrdated

Balance Sheets :
Replacement cost represents the cost of replacrng at current market rates
alt contracts with'a posrtrve tair value; The amounts do not Aake into: con- .

. Credit risk equrvalent is thesurn of replacement cost and the: potentr .
futyre credit exposure. -The potentral luture crédi '
the potentrat tor luture changes in value based

Rrsk-we hted: amount represents the credit £isk

“Fairvalueis summarrzed by: derrvatrve type and represents the net ’
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unts outstandmg

 The Gompany has the following

Remalnlng term to maturlty (no!lonal amounts) Fair value

s - Credit Risk-
AsatDecemberdt & i nin o Under 1 1105 over 5 risk welghted 7
1999 i e year years years Total Positive Negative Net equivalent amount

Interest rate cantracts .
= 'Swap contracts S § 268 $ 1328 § 1527 $3118 8 39 § (8) § 4 $ 89 $
“ Futures contracts 165 - - 165 - - - -

Options written” s : 7. - 31 38 - - - -
sobrowl . % 4% $138 $1s8 $3% 5 % 0§ @) § 4 P 6 3
Foreign-exchange: /i
Bwap contracts ™ - 1,034 480 1,514 54 (33) 31
Forward contracts. 2,052 - - 2,052 55 (4 514

rat ‘ 171 13 - 184 20 - 20

‘ $ 2,658 $ 2375 $ 2,038 $ 7,071 $ 178 $ (70 & 106 $

w5 8 B s

@ W
(W § 28 §

o

LBl B 09 e BT
ey oy 28 B

$ (119 5 (4 § 220 & 57 :

. NOTE 16 Segmented Informatmn

|nvestment managemeni services with respect to the Cumpanys general i g segmentailon pnmarlly asa consequence cf segmentmg the resuﬁs of
assets segregated fund assets and mutual funds and in. Canada to mstltu- o ithe Companys Remsurance Dwnsmn mto the dlﬂerent geogra hlc segments
" tional customers. o 0 towhich lts Dbusiness pertams S » o

“:The.Company's business segments mclude the Canad|an U S Asnan ' s :
;and Remsurance dl\ustons Each dwrsmn has proht and loss responsxblhty :




NOTESTO FINANGIAL STATEMENTS,

»Bysegmant - e R e R
i : i : : Canadian 4.s. Asian Reinsurance : By
& ,Fonheyear ended December 31 1909 gHL Diviston Division Division Division Other Totat . :
‘Revenue G [
-~ ‘Premium incom Goatmal e :
Individual e and health . 8 679 $ 1844 $ 1338 $ - $ - $ 3681
Group lfeandhealth . 1 ! 1,737 50 03 - 2 1,891
“Reingtirance = - - - 816 - 816 :
{nidividuat-annuities 444 1,224 - - - 1668 0
Group pensions 368 166 102 - - 636

Tatal premium-income § 3,228 $ 3,003 $ 1,533 $ 816 B 2 $ 8672
fInvestment:income 1,696 1,888 310 169 313 4376
Other revenus Lo - 173 678 89 11 84 1,015
- Tolalrevenue . ..o s 8 5,007 $ 5659 $ 1,912 $ 9% $ 309 $ 14,063

~Intarest ex;vmnsva: ‘

Net iricome before tax s $ 561 $ 127 $ 145 $ 38 $ 1168 .-
incometaxes T U e e (63) (196) 12 (40) (15) (302)F
Netimcoms | EETN s 236 $ 365 $ 139 $ 105 T $ 866

B ’,'Amomzahonot reahzed e :
) and unreallzed gams e : $ 211 $ 347 $ 51 $ 14 $ 164 $ 787

‘,sagraqaceuqunu.dqu;s‘s = $ 1347 $ 9031 § 331 5§ - 5 - § 10709

As at December 31, 1999

:Aciu'ii'tial=slia

e ”Fundsumler 1an;
Genera! fund

$ 16,441 $ 19,310 $ 3,086 § 775 $ 136 $ 30,748 .

$ 20,607 $ 23,648 $ 5763 $ 2,794 $ 3,806 $ 56,708 5l
Segregated fund 8,341 30,389 1,325 - - 49,055 :
iMutual funds B e - - 164 - 1,477 1841 0

“Other- managad 1unds S e - - - - 4,732 4732

By ge'o_graphii: location :

: Formeyearanueunecemnerm tg9g e Canada United States Asia Other Total
Revenue win
- Premium:income. . : B IREN Sl
Indmdualhfeandhealth : G s A $ 1801 $ 1341 $ 22 $ 425
£ @roup life.and health =~ - s T 1,761 219 04 50 2133 o
: Indmdua!annmties e [ 444 1,224 - - 1668 .
. Growppensions . DEe e e 368 166 102 - 836
-~ Total: premmmmcoms e BT o $ 3347 $ 3,500 $ 1587 $ 288 $ 8672 i
 Investmentincome. . o 2,023 1,077 313 & 2376
. Otherrevenue o oo - . 198 684 .89 64 1,015
C Totalrevemws: o oo spiii  § 0 5568 $ 6,161 $ 1919 $ 45 $ 14083 ;s




. Bv ‘se’gme

Relnsurance

- canac Yoush nslan
DBivigion

Bivision. " Diisios . Division

. For the. year ended I

nec‘e'm'b'é:r 37,1998

. NOTES TOFINANCIAL STATEMENTS:

: vRevanus i e
: ‘Premlum ingome: :
Andividual hie ‘and health i
7 Group life and health
~/Reinsurance :
Iridividual annumes

.~ Group:pensions-

‘§ As62 . 5 T

_Tolal promium mcome

. Investment i income

~Total revel

» Inibieél-eibéris’e : 't

L0 3%

. Ne mcpme'bqfdre‘ft‘ax-."@ TR ole e
Flhcome taxes . TR L e s RBY e e - (1B)

. (241}

K

“Naljmuome e T e T ss g 36

'Amorllzahon of raahzed o
and umaallzod gams -

§ 3

: Segrégaled iund-depqsils‘ X

- Asat December31 1998
e Anluaﬂal Ilahmuas

et

-+ Funds under managamen\
: -v.;GeneraI fund o
"ﬁ’Segregated fiinds B : 1
Mutuat funds. L el s .
' : . SR e F Ny e

o B
0224

§ 2673

S Te T T e 500

g 53102

38200

'Othermanagedfunds i e AR T e

By geographic' Ioéa(ioh

';FonheyearendeuDecember31 080 " -Canaa - Uiiited States: - e _Asia%_

“‘Revenue. .
Premmm mcome

Group lite. and health
Indwldual annumes
“Group pensions

Total premium lncome -
- Investmentmcome ;
Other revenue

$ 4820 % 4151

Total revenue
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NOTE 17| Mate

The consolidéfed»t_inanélal statements of;iﬂhéb Company ajré»prgée‘n_tedv in

adian and United Stat sxG‘ene'rally'Ac;:;e'p'tedfl{cb:t)unt»lpg_‘Rr;nc'iﬁl'eé -

accordance with Ganadian GAAP, Canadian GAAP diffes in cortan material

iliation. of Canadian GAAP -néﬂncomc and equity to Us. GAAP nétincome;, compichensive income and equity [

respects zf}romacbqu‘m:ing pﬁnciples'gsvneraliy accepiéd in the‘gUr}gEt‘ed Stétés_ S ;

- {*U.S. GAAP"). The following is a summary of such material differences.

U3 NE L » e “Net income o Eauity
“fot 1he Jeais ondéd December 3. AR (R : 1999 ¢ :1908 1099 16985
Net income and enuity determined in accordance with Canadian GAAP . $ 86 v § 710 8 6454 06005
“Bonds. SR o S : (M4 e ae 1,06 il 1405 -
Marfgages: - 59 i B5 . (113) = TR
. Stocks 272) . 142y 247 " 808
" Real estate. (28) == s Any (669) =2:7(667)
-Actuarial liabilities’ (B1) e (BT8YL (3902) {3,772
- Delerred acquisition costs: 855 | e 4221 03,858
Deferred tevenue. (80) o (18) (172) o4y
“Futlire income taxes (1B) ol L (4B) (#17) (396) ;¢
‘Demutialization expenses® (83) ey - (22
Otherreconcilingitems - S s 120 L 203
. Net income and equity etermined ‘in'accordance with U.S. GAAP $ 752 $.- 516 $ 6878
“*Foreign ciirrancy transtation. .. L : : (208), L2480 -
‘Effect of unrealized gainis and losses on available-for-sale bonds and stocks: C L
: s (2,879) i BBD (43)- 1,
o8 - aliode0 2,662
1697 0 o (439). (507)
T ] 234 == 0 (198) (155)
¢ “Deferred revenue -t (32):: a0 (10}
Futtire'income taxes on above S e 198 =0 (78) (352): F
-Comprehensive income and equily determined in accordance with U.S. GAAP $ 600 8 42050 $ 8473 v S B0BO .
'(1)‘Underlls._GAi§P,Ji I lization 7 are pres ‘.asanenraordinq&lieﬁiih‘\_ﬁe:(:onsondatedSta'geﬁleméofOpémlonsa‘i' : ' s 5

Canadian GAAP

) .Valu:atiox_i and in;om'e fécognition diffcfcn_cés’ betweéfxCanadiah;GAAP andz'U:.S. GAAP ;

U.S. GAAP

Bonds aré carried at.amortized cost, less:an allowance:
ot spacific Josses. Allowances-are:provided on a:specilic. -
“bond-whenaver a.decline in-the-value:of the bond:is
coksidered ta be other than temporary.Realized gains .
andTosses on sale aré deferred and brought into income .
over.the lesser of the. temaining term to maturity of.the- -
‘security-sold-or20 years, - - T o

“-securities. All bonds are ciassitied as “available for sale” by'the Company:
“are.carried at fair value in the:Consolidated Balance Sheets: Adeclineinthe.

- ina writesdown tn the cost:basis-of the bond and a:char

- rincome immediately..Unrea
/and reported net-of tax:as d'separate comiponent of equity.

Bonds may;be classified as:“avallable for sale,” “heldto maturity” or “trading™ 1
id

value-of-2 specific bond that-is considered:to-be other than-tefiporaty. results
te-do ) N harge to income.in the

‘periad of recognition. Realized gains and fosses on 54l & are. recognizedin - ¢
lized ‘gains and losses are excluded from: ncome..

- Mortgages are carried at amortized cost Jess repayments
anc-an allowance for:specific-losses. Réatized gaing -and:
losses are deferred:and brought:into income over the fesser
of the remaining term-to maturity-of the mortgage-or )
loan:sold'or 20 years.: . o ; i

‘. MORTGAGES

Mortgages are carfiad at-amortized cost tess repayfents and an allowaneefor
- spacificlosses. Realized gains:and losses are‘tecognized in‘incomeimmadiately. .

Stocks ats carried at a-moving average market basi€
i whereby-carrying values are adjusted towards:market value
- “at 15%: per:annum: Specitic stocks.are writtefi-down 10:

. STOCKS

fairvalie:fanimpairment inthe'value of the entire stock ..

porifolio:(determined:nat of deierred realized gainsy.is. -

“considered 1o be:other. thar temporary..Realized gains and~ -

--}ogses are deferred.and brought into-incomieatthe rate"

i . from income'and feported riet'of tak as.a separate compongnt:of equity,
realized gainsand < - e oA

Stocks-may be classified as “available for sale™ or “rading’ securities: All
stocks are-classitied as “avallable for sale” by the Company and are-carried at=:..
fair vaiue-inthe Gonsolidated Balance Sheets, Other than temporary: declines
‘In the: vale:of stocks Tesult:in-a write-down in-the cost basis ofthe stocks and.
“a.6harge toincome-in:the period-of recognition. Realized gains and:-togses.are
recognized in income immediately. ‘Untealized gains andlosses-ars exciuded

" REAL ESTATE Roal.estate is carried ate moving average market basis
value o 10% per annum: Specitic properties are written .
down to market value'if an‘impairment i the value ot the
entire real-estate-porttolio (determined net of deferred
realized- gains} is considered-to be other thantemporary.

incotne-at the fate of 10% of the-unamortized deferred.:

S carrie " Redivestate is carried at cost 'léss‘:ac,climula‘téddebre'éiatibn: Sfxééiﬁc properties e
whereby the carrying values are adjusted towards market. G L1 .ows, 1.4 }
- in‘the:valye:pf the property s considered to bel other than.temporary. Realized,

Realized gains and losses are deferred and brought into-

.are written-down, taking Into account discounted cash flows, if.an:impairment

gaing and losses are recognized in income immadiately.

5770

© tealized gains and losses each year:
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U.8. GAAP

| Actuarial liabilities for all types of policies are caloulated
using the policy: premium. method and represent the-amount

ACTUARIAL
LIABILITIES

penefits; policyholder-dividends, fax (other than income:

o -are comprised ot a bast estimate reserve and provisions .
for-adverse deviation: Best estimate reserve assumptions .

arg made-for the lifelime of the policles and include dssump-
tions-with respecttomortality and morbidity frends, = =~

dividend:payments - operating expenses:and gertain taxes:

- the caloulation of-best estimate reserves, to-allow for. *
. possible deterioration in experienceand to provide.greater
“comtort:that reserves are-adequate to:pay future benefits;. -

7 assumption. These margins.result inthe calculation:-of
provisions foradverse deviation; the impact.of which is'to
increase:actuiarial liabiilties and decreasé the income that

Asslmptions are Upddted regularly and the effects ofany

which; together:with-estimated future premiums.and net: " -

snvestment income, will be sufficlent to pay estimated futwe... - ) wing whele lite and torm insurance, payout anuiies, disabilly i

‘and certain reinsurance contracts,‘Actuariai Tiabilities are calculated usinga .-
-net leve( premium. method and represent the pi ;
-.be paid 10, oron behalfof; policyholders and

* value of futlire:net premiums, The assumptic
“yields; mortality, morbidity, terminations and

faxes)-and expenses on policies inforce. Actuarial fiabilities .

 Investment returs, rates of policy termination, policyholder . -estimates of Iong-term exparience-at the time.of policy issue-The:assumptions:

" ~gre.niot changed for future valyations unless s determined:that future.income
+Is o longér adequate 1o-recover the existing Deferred Acquisition Costs. (“DAC"), =
in whichcasethe DACis veduced or written off and,-to the extent necessary,

Ta recognize-the uncertainty’in the-assumptions un‘derlying_; :

- “the Appointed Actuary Ts requitéd:to:add a margin to-2ach - :

: .. -Gains and L osses from:the Sale:of investments” (“FAS-97").applies to:universa
“ywould.otherwise be recognized whaen products.are sold. - -
“contracts:is squal to the palicyholder-account value: There g nio:provision:for
incoms fmimne- .
6:recognized
: “w.7" The actudrlal liabilities may not subsequently be-reguced It the-elrcumstances
~ ‘causliig the strengthening-are.no longer applicable. ... © [
Statemant of Financlal Accounting Standards No.-120, “Aecounting-and-Reporting
“by Mutual Life Enterprises and by Insurance Enterprises for Certaln Long-" 7

: * The:assumptions are not changed unless.itls determined-that future incomeis:
“nodlonger adequate to recoyer the-existing DAG; i which case:thé DAG s

' inéreassd -The actuarial liablitles may. not stibsequently berediicad If the gir- =

|n-additi
DAY
* ~ghanges that would have:]
~stocksha

There ara three main standards for valuing actuiarial liabilities as follows:

' Statement of Financial:Accounting ‘Standards No.:60; “Accounting.and Reporting

by Instirance Enterprises” (*FAS:60").applies to noh-participating insurance,

esent.valle o} future benefits to
lated experises;’ less the pres

for adverse-déviation s also:included. The assumptions are based on-best ... -

actuarial iabilities-are increased. The actuarial liabilities may not:subsequently.be
reduced it the-citcumstances tausing the:sirengthening are no-Jonger applicable. -

Statement:of Financial 'Acco‘untl_ng Standards No.97,:“Accolnting and Reporting’:
by.Insurance Enterprises for Certain Long-Duration-Contracts and: for Realized:

life1ype contracts-and.investment:-contracts: The actuarial Hiabilityfor these

adverse deviation. 1.t is‘determined that future income:for:universaklife:type:

contracts is:no longar-adequate 1o recover the existing DAC; the DAC is reduced -

or written-off-and, to the extent:necessary, actgarialliabilities dre inoréased oo

Biiration Panicipating Contracts” (*FAS 120" y-applies-ta:participating Insurance. - g

contracts.. The actiiarialliability for these contragts is computed using a net :
leve! premium rethod with-mortality and.interest assumptions-consistent-with .
{he:-non=Totfeiture-assumptions, There:is no grovision for adverse deviation.:

reduiced o7 written:off and, to:the.extent necessary,-actuarial liabllities are L

-cumstances calisingthe strengthening are: 10’ tonger-applicable; ..
n-accordance with Emerging lssues Task Force TopiciNo. D-41
S GAAP: ranuires thatiactuarial Habifities be-adjusted 101 Gt
on necessary Hthe unrealized-gains 0
| ‘bean.realized, This adjustment to actuarial liabliie
“directly.in equity and.is notiincliided in income..... e

+ AN policy acd’uiSitlon:costsiére éxpensed as incurred.
. The'computation of adtuatial fiabllities takes thisdnto =
consideration: =; = Ry Pl

.. DEFERRED
ACQUISITION
© osTS

“ of neiw business are deferred.and recerdad-as an-asset. This DAC-assetis -

- are:amortized-and-charged to income ln proportion 10.premium: income recog-

-1 annities-and in-proportion to:tace amount tor. insurance contracts; The
“‘deferred acquisition-costs associated-with FAS:97.and FAS 120 policies (i;e; *

- Inaddition, EITF-D ; :
" and FAS 120 contracts should:-be-adjusted to-reflect the changes that wosid

Acquisition costs which vary. with, and are piimarily related to; the production =

amortized into income:in:proportion to-ditferent measiires, dspending on the
policy type: The deferred-acquisition costs associated with FAS 60:policies -

nilzed.: For:nen-participating Vimited payment:policies, including ‘annuities not
“glassified.as investment contracts, the deterred-acquisition costs arg amortized;
“in propertion to the-amotnt-of the expectsd future benefit payments for payou

universal e type contracts; investment contracis:and participating insurance
contractsyare:amortized and:chatged to- income'in proportionitothe esti- e
mated gross:profit:marging expected fo:be realized over the life;0f the contracts, = i
Under FAS 07.arid FAS 120, the assumptions used-to estimate futlire.gross: : - :

“profits: phandé;as gXperience emerges, -

=41 requites thét.deferre‘d Acquisition.costs related to FAS 97 :

rave:been-necessary itthe untealizad gains and losses on available-for-sale bonds:

" and stocks had actually besn realized: Thils adjustment to-deferred acquisition-

“costs Is recognized directly In-equity and is ot included in fhcome:.

DEFERRED
REVENUE

costs of future services are included within the actuarlal
fiabilities. "

Al pramium Income s recorded as tevenue. The'anticipated

“{indsr FAS 97, fees-assessed 1o policyholdersvrelaﬂng {0 s6rvices that are tor

be providad in future years are recorded as deferred revenue. ‘Deferred revenue

58

Is-amotized:to-income inthe-same pattern as.DAC. :
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U.S. GAAP

 PREMIUNS

e 'Premrums collected on FAS Q7: &ontractsiare not reported a5 revenue in the =

% Conaolidated Statements of Operations but are-recorded-as deposits to.policy= .

£ -holderstaccolnt balances. Fees assessed against-policyholders!-account: i
-::balances relating to mortality charges, pollcy admrnrstratton and surrender :

" ‘Undet’FAS 80 ‘and FAS 120 @ross premiums: are:reported-as revenue when

due Ay partlally offsatting-intrease-inactuarial iabilities for the: retated pohcles
is recorded m the Censohdated Statements ot Operations, - )

charges are recogmzed as revenue:

*are reportediin the: ‘Gonsolidated Statements:of Operations when incurred::i
Additionally; to the extent these: amounts-have previously:been provided for:in

,:m the"Consolidated: Statements of-Qperations.

: ', For universallife type contracts and mvestment contrasts accounted for. under
FAS 97, benefits incurred: in‘the period in excess ‘of related pohcyhmders
- :account balances are recorded in:the ..onsottdated tatements*

+oAl premrum |neome is reported 4 Tevenue when due /
& partially-offsetting: ificrease:in-actuarial tiabilities Tor the
< rélated policies: recorded in the’ Consohdated Statements It
: i
DEATH, All'death; matunty ‘and surrender benefits are reported
MATURITY AND - in the Gonsolidated Statements o1 Operations when:"
SURRENDER “incurred; ‘Additionally; to the extent these amounts-have
BENEFITS " “previousiy-baen-provided for in actuartal liabilities, 2 e
- gotresponding release of actuarial tiapllitiesis. recorded
L tn the Consolidated Statements of Operatrons :

For FAS 60 and:FAS 120 contracts; all death; maturtty and surrender benetrts

actuarial liabilities, -a:corresponding rejease-of actuarial lrabttttles is recorded

g _peratlons

" vtnterest creditéd:on potrcyhotders accotnt balances

Atracts s’mctuded in ectuarral Itabdttt

> AND LIABILITIES Aroni those ot the genaral fund of the Comipany and are,
: ¢ “therefore; presented:in.a separate schedule and-are. |
not:included in the general fund Gonsolidated Balance

Sheets or Consolidated: Statements of:Operations:

i GHANGE IN Anterest required 0 support FAS 97 :
* ACTUARIAL is-ingluded:in change in-actuarial habltrtres |n the Consolr- In the Congolidated Balance Sheets and is classified.in eneral expenses rn the
i LIABILITIES ; dated Statements of Operattons : “Bonsolidated: Statements o1-Operations. S Ry
" SEGREGATED ' . tnvestments héld:In segrogatéd funds are cariied at : Assets and Habililies are'cal 8d separate:accoiints ant aré presented tn sumesa i
FUND ASSETS  ndrket valle’ Segregated funds are managed separately mary‘lines:in the'Consolidated Batance Sheets:‘Assets and habttltres are carrled :

| gt market-values and: contract-values, respectrvely

CONSOLIDATED

The cashflows from; investment contracts including deterred
STATEMENTS OF . annuitiesand group pensions; are disclosed as-an operat-
CASH FLOWS

E rng acttvlty inthe Consolidated Statements ot Cagh Ftows

' The cash fiows from. investment: contracts dccounted for-under FAS 87 are

dlsclosed as’a financing activity in the Consottdated Statements ot Cash Flows.

REINSURANGE

.. presentedias :gross: fliability:-with:the reinsured portion’ ingluded as: rernsuranee B
“recoverables ‘Actuarial liabilities: related 1o annuities are aiso presented ona:
; gross basis wtth the reingured portrons accounted tor as deposns with-reinsurers:-

Where transfer ot risk: has occurred life insufrance actuarral liabilities are

i -To retlect the demutuatlzetton of Manufacturer

“-equity-is presented on a continuity-of interest bask

- ag:auch: surplus is reclassified:-to. retained-earnings’ v
“het 0f the'costs of services providad by:outside vendors:

EQUITY

~-Shestsas 4t December 31,1999: :

- Shares rssued 10 polrcyhotders are recorded at nemtnat
value and shares issued in a treasury-offering are recorded:

~at proceeds received net of share issuance costs tn the ;
Consclrdated Balance Sheets

I surplus 1§ reciassified to share:capital net-of $hare'issuance costs: Shares
- issueddn: afreasury otterlng are recorded at proceeds recelved net of share ;
' {ssuance-costs: : .

iWh respect ot demutualization'in the Gonsohdated Balance L Costs incufred 1o ettect the demutuahzatron of Manufacturers Lrte arg expensed.

in the Consotrdated Statements of Operatlcns
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dy. (‘ondcmed consohdated balancc sheus. apphcablc‘ tems

the Consoltdated Balance Sheets as foHows-

NOTES T FINANGIAL STATEMENTS

1900 -

The mgnlficant valuationincome recognmon and presentanon dn‘ferences between Ganad jan and U S GAAP outlmed xn notes 17 b) nd 17 c) would lmpact

."1998, o

Asat December31 T
Canadlan ganadiaf T
S GAAP U.S. GAAP TGRAP. = U5, GAAP
©Assels L
{Bonds ™ $ 30,853 $ 30,810 - §80,60% 0§ 83522
. Mertgages .- 6,867 8,705 ST TAT9
* Stocks 4,832 6642 . ada2 L84
% Real-estate L 3,179 2,445 ' 2,992 n 2,081
-Othier investments. 1,180 1,260 C498 T BYE
‘- Deferred acq'liisition costs™ - 4,066 - S
. Fuiture tncome taxes: T 3 529 - T2, o L
-',:Re;nsurance deposns and amounts recoverable - 1520 “o. Co= 1338
0th o 1,930 1,049 o 893 925_ o
$ 30,748 $ 44187 = $ 28738 § 44637
. Other policy- 2,688 2,078 & 2482 ¢ 2775
'Future‘_m‘eome taxes - 240 —- 174
Deterred realized netgams 2,266 - \ VLT
" Other liabilities! - =1 T e 3,152 4517 . 1,892 o iT2deR
. Non-controlling lnterest in: subsmlanas g o 750 692 o e M8
Surplus’ . . - - 60057 - 6520
-+ Comon shares and ratamed earnings Sy 6,454 6878 - = oy
: Accumulatad effeet ‘of comprehenswe mcome oh equxty : - 1,595 =y 1530

@) Condcnwd coneohdated statements cf operatlons, apphcab]e xtems

" the Consohd ed Siatemenls of Opera'uons as folluws

: For the years ended Decembet 3

: =The sugnlftcam valuanon mcnme recogmtwn and:p sentanon dxfferences between Canadlan and U S GAAP outlmed m nates 17 b) and 17' ) would:impact

068

“Revenue
Premium-income

~Fes income: -

fnvestrment income
Realized mvestment gams
Other revenue

Ex:traordina?yvitérn"h‘; =

& ,Income‘t'axés S L

Net lncome

1999 _
Canadian - -Ganadian! e nd
GAAP U.S. GAAP T GAAP. LS. GAAP
$ 8672 § 5479 5608 0§ 4gr
- 1283 - e
4,376 3,624 4423 o 3pa5
- 146 | - TR TR L
1,015 106 792 Sl
$ 7346 § 4370 5 698 0§ 45
2,628 2,173 - %2 oisse
2,859 2,031 2357
5 - s 3 B
$  (302) $ (317 oAy 8 (a8
$

866 $ 752

e s B8

(1) Demutuallzatmn expanses

60




| WoTES ToFINANCIAL STATEMENTS |

(/v) Earnings. per share e .
Ad]usted basic eammgs per:share for the year ended December 31 1999
o wasit, 50 Th|s was der by | usmg net |nceme altnbutable to shareholders L

£) Ad(iltlonal mformatwn requlred to bc rcporud
undcr U S. GAAP : as o

: {i): Deferred acquts;t/on eosts f
: Changes m deterred acquls:t;on ests were as follows

Forvthe years ended Decemhervsin : 1999 : A -1’9985, .

Balance. Janvary 1. - T8 3460 . 2751 massummg lhat common sharesll'svsued to poligyh ers viere outstandmgbat Lo
Capitaiigafizori 1"050 i 7744‘ = the beginting of the'year. Basic eammgs per share | isinot: provided:asa . .o
Accretion-of fmeres:?:: (o G 265 o T94 récontiliation from Caiadian GAAPnet |ncome to U S GAAP: et mcome |s s

Amortization: " e " (470) = (543). ‘prowded only onan annual ba3|s :
’Effect of het-unrealized:gains: and Iosses : : .

- (1'98):1"?:- g) Newly issued auonmmg statements o

on:bonds and stocks 234 - 3
‘Forsign currency transiation adjustment (192) 191 Indune 1998, the U.S. Financial Accounting Standards Board ISSUGd State-
--Balance, December 31 $ 4,066 $::3,188 ¢+ ment:of Financial Accounting Standards No: 133, “Accounting for Derivative -

o and Similar Financiat-tnstruments: and-for. Hedgmg Activities.” This Statement e
j,; which is Effeotive for hscat years. beglnmng onor. aﬂer June: 15 o 2000
. requires companies to report derivatives on the balance sheet a fair value
W h'changes ;1a|r vatue record :'ncome or equtty Compames st :
156 g current: recognmon approach 10 -account for derivatives: used in hedgmg o

1909 © 1998

Gz T — e }v'strategies ratherthan traditional deferral accounting: Addmonahy, the,
- Grossuprealizedgains $ 38140 .8 5079 definition of a derivative instrument is expandedte include:certain structureds.
. ‘Grossunreahzedloss e (1.198) - o o HA09) T i d fiked-maturit ities The Stafec +
Effect on deferred acqmsmon Cost asset (155) 880y securmes currently accounted for as fixed-maturity securities. The State- -~
" Effect on tinearnad reventis Ilabnhty ROE & & -ment does not form:patt.of Canadian. GAAP, and thersfore-would net |mpact B
*“Effect on actuarial liabilities’ G (507):7 e (2,124) the Gompanys reported niet income calculated-on this basis; however it
L Effecton future income taxas o (352) " .. (850) 7 couldimpact the Companys reconciliation of. Canadian.GAAP net mcome

: YTO'a‘ S e 0 $ 159 $:1,589 10 U.S. GAAP net income and related dlsclosures The effect-onthe -
ot e 'f S o Gompany's US. GAAP net income orfmanmal posmon cannot be deter-
mmed at thls tlme-’ L S

.ber 31 1999 was estlmated at $8 042 (1 998 $8 551)

N DTE 14? cumparatwes

L Gertain comparatwe amounts have been rec[assmed 1o contorm wnh the 4 :
) current years presentatlan - :

-
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Supplementary Tables

TRABLE 1 [ Key Performance Measures

(Canadian $ in millions uniess otherwise stated) Bl 1999 1998

1097 1906 1995 1994 1993 1992 1991 1990 1989

Net income : 1866, 710 743 503 481 281 187 85 201 124 222
Net operating income o 866. 710 624 503 372 281 187 85 201 187 206
Adjusted shareholders’ net income ‘ 874 710 743 503 481 281 187 85 201 124 222
Capital* [ 7,737?2 7.415 63877 4,859 3,826 3,052 2,771 2584 21 62 2,174 2,050
Operating return on shareholders’ o ;

equity (%)™ :1:'4.0'% 12.9% 13.6% 12.4% 11.4% 9.6% 7.0% 3.3% 9.7% 8.9% 10.6%
Operating return on assets (%) 5 4.58% 137% 1.28% 1.08% 0.93% 071% 051% 0.26% 071% 0.75% 0.90%
Capital* as a percent of liabilities 8% 16.2% 14.4% 115% 108% 82% 7.8% 8.0% 7.6% 9.0% 9.4%
*Capital includes: Total equity, Subordinated debt and Trust preferred securities issued by subsidiaries
(1) Previously reported as operating return on surpius

. TABLE 2 | Summary Consolidated Balance Sheets

s at December 31 (Canadian § n milons) " Yegp 1o9s 1097 1996 1905 1994 1093 1992 1991 1990 1989
Assels ST
Bonds +30,853° 30,691 28,662 95,627 21,259 18,452 16,763 14,805 12,382 10,818 10,737
Mortgages ’5;3673? 7,702 7,809 8,106 6,917 8,555 9,368 9,565 9,052 7,799 6,718
Stocks 4832 4,042 3529 2,796 2,592 2,054 2,684 2,260 2249 1,767 1,702
Real estate : © 9992 2806 3,044 2888 3350 3395 3975 2,873 2,602 2,214
Policy loans 3,137 2,663 2,354 1,073 1,856 1,651 1425 1,187 1,082 1,003
Cash and short-term investments 1329 1,842 2,600 1792 2,683 D447 1,554 1,724 1,198 542
Other investments 499 479 292 173 209 368 557 571 332 288
Total invested assets 553,,1.6’5 50,302 47,790 44,819 37,594 38,059 36,676 33,441 30,038 25,596 23,204
Qther assets '§,3,543 2710 2,733 2,424 2,268 2,968 1,818 1,459 71 856 574
Total assets N 56,708 53,102 50,523 47,243 39,862 40,227 38,494 34,900 30,749 26,252 23,778
Liabilities S
Actuarial liabilities 39748 38,738 37,227 36,248 31,257 31,296 29,028 26,666 23,219 20,777 18,383
Other liabilities 8439 6873 6885 6,088 4759 5863 6,678 5635 5351 3,200 3,348
Subordinated debt o582 627 581 566 3N - - - - - -
Non-controlling interest in subsidiaries =750 76 54 48 20 16 17 15 17 11 2
Trust preferred securities issued L -

by subsidiaries o738 783 728 - - - - - - - -
Total equity!? ‘ 8,454 6,005 5,068 4,293 3,485 38,052 2,771 2584 2,162 2,174 2,050
Total liabilities and surplus 5~56-j03_ 53,102 50,523 47,243 39,862 40,227 38,494 34,900 30,749 26,252 23,778
(1) Previously reported as surplus
TABLE 3 | Summary Consolidated Statements of Equity"
For the years ended December 31 A
(Canadian $ in miltions) & 1959 1998 1997 1996 1995 1994 1993 1992 1991 1990 1989
Balance, January 1 :» : '6';00_5 5068 4,293 3,485 3,052 2771 2,584 2,162 2,174 2,050 1,828
Net income for the year i ges. 710 743 503 481 281 187 85 201 124 222
Adjustment to equity” e - (48) 321 - - - 337 (213) ~ -
Conversion costs - - - - - - - - - -
Cash distributions to policyholders - - - - - - - - - -
Issue of common shares - - - - - - - - - -
Initial public offering costs - - - - - - - - - -
purchase & cancellation of common shares i -(128) - - - - - - - - - -
Change in Currency Translation Account  ~ (200) 227 80 (18) (48) - - - - - -
Balance, December 31 :p454 6,005 5068 4,293 3,485 3,052 2771 2,584 2162 2174 2,050

(1) Previously reported as surplus
Certain amounts have been restated to conform withthe 1999 presentation.



. TABLE 4 | Summary Consolidated Statements of Operations

.

SUPPLEMENTARY TABLES

For the years ended December 31

(Garadian § in millions) |49 19%8 1007 199 1995 1904 1993 1092 1991 1990 1989
Revenue :
Premium income : §.872° 5696 5622 5694 5193 4088 4,456 4,104 4000 3,933 3,521
investment income 4376 4123 4,010 3734 3231 0882 2,853 2,744 2,635 2,447 2,325
Other revenue ‘-1‘;01,5"' 792 574 447 212 218 151 102 106 102 105
Total revenue 14,060 10,611 10,206 0875 8636 8088 7460 6950 6741 6482 5951
Pelicy benefits and expenses . “,
Payments to policyholders and beneficiaries - '6,608" 6385 6,508 5,883 5132 4,678 3764 3,239 2722 2,665 2488
Increase in actuarial liabilities : 252 169 873 1,089 1,214 1,788 2,004 2378 2,272 1,938
Policyholder dividends and experience

rating refunds 804 508 471 358 312 267 247 212 192 181
General expenses and commissions 2118 1,868 1,693 1220 1204 1,058 996 910 893 885
Interest expense 158 156 161 203 243 281 297 228 183 185
Premium taxes 74 83 72 64 57 50 52 38 37 20
Non-controlling interest in subsidiaries 7 ik 6 2 1 2 (3) - - -
Trust preferred securities issued by

subsidiaries : 62 54 - - - - - - - -
Total policy benefits and expenses _ 12",‘895; 0860 9357 9159 8,066 7,709 7210 63832 6483 6,242 5,697
Income before preferred share dividends, :

unusual items and income taxes .1,188° 951 849 716 570 379 250 118 258 240 254
Preferred share dividends = - - - - - - (16 (18)  (18) (1)
Unusual items LTS - 178 - 126 - - - - (63) 16
Income taxes (302) (241) (282) (218) (215) (98 (83) (17) Uy @7 (82
Net income 866 710 743 503 481 281 187 85 201 124 222
Net loss attributed to:

Participating policyholders

(after demutualization) - - - - - - - - - -

Net income attributed to:

Mutual operations p

(prior to demutualization) :f'u» 607 710 743 503 481 281 187 85 201 124 222

Shareholders (after demutualization) 98T - - - - - - - - - -
Adjusted shareholders’ net income ©eT4 710 743 503 481 281 187 85 201 124 222
Net income :866E 710 743 503 481 281 187 85 201 124 222
TABLE 5 | Funds under Management
s at December 31 (Canadian § in millions) | U'{sg90 1998 1997 1995 1995 1994 1993 1092 1991 1090 1989
Funds under management hy category
General fund 56,708, 53,102 50,523 47,243 39,862 40,227 38,494 34,900 30,749 26,252 23,778
Segregated funds : 49055 38,200 27,018 18,553 5532 5445 4,012 2,734 2270 1,905 1,901
Mutual funds o 1841~ 1,708 2125 2,782 934 746 563 441 477 - -
Securitized funds : - - - - - 4622 4,477 3696 2435 - -
Other managed funds L4732 3,680 2,652 2,944 330 279 - - - - -
Total ;112;136 96,690 82,318 71,522 46,658 51,319 47,546 41,771 35,931 28,157 25,679

Certain amounts have been restated to conform with the 1999 presentation.
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. TRBLE 6 | Premiums and Deposits by Line of Business and Geographic Territory

SUPPLEMENTARY TABLES

For the years ended December 31

(Canadian § in millions) “lode’ 1998 1997 1996 1995 1994 1093 1992 1991 1890 1989
General fund premiums by e

line of business
Individual life and health insurance 2916 2,600 2,631 2354 2,252 2156 1,948 1741 1579 1402
Group life and health insurance 1,037 1,068 1,112 735 584 385 347 309 200 257
Individual annuities 369 440 622 935 1,031 844 774 939 718 771
Group pensions 625 627 676 600 567 573 634 680 1,024 801
Reinsurance 749 797 653 569 554 498 401 331 322 290
Total : 5696 5622 5694 57193 4,988 4,456 4,104 4,000 3,933 8521
General fund premiums by

geographic territory i
Canada 3347 2,292 2,294 2,549 2142 1,963 1,548 1,459 1418 1,084 1,094
United States :3:498 2276 2,202 2,181 2152 2,241 2,373 2,461 2,480 2,163 1,835
International ey 11 20 1,121 964 806 685 438 367 280 211 167
Reinsurance® L e - - - - - - - - 322 290
Divested operations ] 8 5 - 93 99 g7 117 112 1583 185
Total ' 5696 5622 5694 5193 4,988 4456 4104 4000 3933 351
(1) Not split geographically prior to 1991,
Segregated fund deposits by

geographic territory Sl
Canada 1,347 1,730 1,418 757 323 671 488 204 118 111 102
United States f . 8,031 6,837 5,376 3,365 931 670 385 214 126 14 84
International 33t 279 232 169 18 78 7 37 3 30 23
Divested operations Lo - - - 37 171 162 161 168 249 152
Total 10709, 8846 7,026 4201 1404 1590 1,092 616 444 504 361

Certain amounts have been restated to conform with the 1999 presentation.



- TABLE 7 | Quarterly Information - Summatry Statements of Operations

SUPPLEMENTARY TABLES

3/31/98

o the thee onths ended (Ganadian § i milions) | 12/31/99 Co/a0/99.  6/30/99.  8/31799 12/31/98  9/30/98  6/30/98
Revenues T el ey
Premium income o225 2110, 2656 1601 1,579 1,445 1,311 1,381
Investment income C s 1,023 0 n0i8 e 1,02 1,117 955 1,023 1,028
Other revenue G276, 081 288 T 225 212 188 213 179
Total revenue i 3,802' 3394 }3,927 : 2,940 2,908 2,588 2,547 2,568
Policy benefits and expenses : : P R | T
Payments to policyholders and beneficiaries . 1767 ... 1,650 1,640 1,551 1,635 1,562 1,584 1,604
Increase in actuarial liabilities o 595 B4 RN L el 167 64 (7N 38
Policyholder dividends and Ny s i wr

experience rating refunds e 200 ey 182 147 169 157 158 120
General expenses and commissions 7R TR 676 561 605 528 489 496
Interest expense G o mr A 38 39 42 39
Premium taxes T L L 15 20 19 20
Non-controlling interest in subsidiaries CEeT) (8B 7 3) 2 1
Trust preferred securities issued by S PR

subsidiaries L5 o g e 8 17 16 15 14
Total policy benefits and expenses 3433 3117 3857 ©0 688" 2,653 2,383 2,202 2,332
income before income taxes s oo a0 282 255 205 255 236
income taxes o (128) e (58) o (BB) (57) (56) (63) (66) (586)
Net income 43 4 204 195 199 142 189 180
Net loss aftributed to:

Participating policyholders

(after demutualization) SR - - - -

Net income attributed to:

Mutual operations RN

{prior to demutualization) 204 195 199 142 189 180

Shareholders (after demutualization) o - - - - -
Adjusted shareholders’ net income e ogd e 004 204 oo 195 199 142 189 180
Net income R e R 199 142 189 180
Return on shareholders’ equity® (annualized) ~ 15.7% 142 {319 2% 185%  101%  142%  14.0%
Return on assets (YTD) (annualized) : o 151% 1A% 146%: 1.37% 1.32% 1.45% 1.43%
Capital as a percent of liabilities o 160% - 16.2% S UB8% 16.2% 15.9% 15.4% 15.0%

(1) Previously reported as return on surplus
Certain amounts have been restated to conform with the 1998 presentation.
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Responsibility for Financial Reporting

The accompanying consolidated finan-
cial statements of The Manufacturers
Life Insurance Company are the
responsibility of management and
have been approved by the Board of
Directors.

The consolidated financial statements
have been prepared by management in
accordance with accounting principles
generally accepted in Canada. When
alternative accounting methods exist,
or-when estimates and judgement are
required, management has selected
those amounts which present the Com-

pany’s financial position and results of .

operations in a manner most appropri-
ate to the circumstances.

Appropriate systems of internal con-
trol, policies and procedures have been
maintained, consistent with reasonable
cost, to ensure that financial informa-
tion is both relevant and reliable. The
systems of internal control are
assessed on an ongoing basis by the
Company’s internal audit department.

Manulite Financial AR28

The actuary appointed by the Board of
Directors (the “Appointed Actuary”™) is
responsible for ensuring that assump-
tions and methods used in the determi~
nation of actuarial and policy liabilities
are appropriate to the circumstances
and that such reserves will be adequate
to meet the Company’s future obliga-
tions under insurance and annuity
contracts.

The Board of Directors is responsible
for ensuring that management fulfills
its responsibility for financial report-
ing and is ultimately responsible for
reviewing and approving the consoli-
dated financial statements. These
responsibilities are carried out primar-
ily through an Audit Committee of
unrelated directors appointed by the
Board of Directors. .

The Audit Committee meets periodi-
cally with management, the internal
auditors, the external auditors and the
Appointed Actuary to discuss internal
control over the financial reporting
process, auditing matters and financial
reporting issues. The Audit Committee
reviews the consolidated financial

statements and recommends them to
the Board of Directors for approval.
The Audit Committee also recom-
mends to the Board of Directors and
policyholders the appointment of exter-
nal auditors and approval of their fees.

The consolidated financial statements
have been audited by the Company’s
external auditors, Ernst & Young LLP
in accordance with auditing standards
generally accepted in Canada. Ernst &
Young LLP has full and free access to
the Audit Committee.

Dominic D’ Alessandro
President and Chief Executive Officer

Peter Rubenovitch
Executive Vice President and
Chief Financial Officer

Toronto, Canada
February 18, 1999



Appomted Actuary’s Report to the Policyholders and Directors
of The Manufacturers Life Insurance Company

1 have valued the policy liabilities of
The Manufacturers Life Insurance
Company for its Consolidated Balance
Sheets at December 31, 1998 and 1997
and their change in the Consolidated
Statements of Operations for the years
then ended in accordance with actuar-
ial practice generally accepted in
Canada, including selection of appro-
priate assumptions and methods.

Auditors’ Report to the Policyholders and Directors

‘We have audited the Consolidated Bal-
ance Sheets of The Manufacturers Life
Insurance Company and the Consoli-
dated Statements of Net Assets of its
Segregated Funds as at December 31,
1998 and 1997 and the Consolidated
Statements of Operations and Surplus
and Cash Flows and the Consolidated
Statements of Changes in Net Assets
of its Segregated Funds for the years
then ended. These consolidated finan-
cial statements are the responsibility of
the Company's management. Our
responsibility is to express an opinion
on these consolidated financial state-
ments based on our audits.

We conducted our audits in accordance
with generally accepted auditing stan-
dards. Those standards require that we
plan and perform an audit to obtain

In my opinion, the amount of policy
liabilities makes appropriate provision
for all policyholder obligations and the
consolidated financial statements fair-
ly present the resulis of the valuation.

Geoff 1. Guy, FC.LA.
Senior Vice President and Appointed Actuary

Toronto, Canada
February 18, 1999

reasonable assurance whether the con-
solidated financial statements are free
of material misstatement. An audit
includes examining, on a test basis,
evidence supporting the amounts
and disclosures in the consolidated
financial statements. An audit also
includes assessing the accounting prin-
ciples used and significant estimates
made by management, as well as eval-
uating the overall financial statement
presentation.

In our opinion, these consolidated
financial statements present fairly, in
all material respects, the financial posi-
tion of the Company and its Segregat-
ed Funds as at December 31, 1998 and
1997 and the results of the Company's

operations and the changes in its finan-
cial position and the changes in the net
assets of its Segregated Funds for the
years then ended in accordance with
accounting principles  generally
accepted in Canada including the
accounting requirements of the Super-
intendent of  Financial Institutions
(Canada).

Ernst & Young LLP
Chartered Accountants

Toronto, Canada
February 18, 1999
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Consolidated Balance Sheets

(Canadian $ in miliions)

As at December 31

Assets 1998 1997
Invested assets (note 3)
Bonds - $ 30,691 § 28,662
Mortgages 7,702 7,809
Stocks 4,042 3,529
Real estate 2,992 2,806
Policy loans 3,137 2,663
Cash and short-term investments 1,329 1,842
Other investments 499 479
$ 50,392 § 47,790
Other assets
Accrued investment income 732 694
Outstanding premiums 313 440
Deferred income taxes (note 5) 712 841
Miscellaneous 893 758
2,710 2,733
Total assets $ 53,102 $ 50523
Segregated funds net assets $ 38,200 $ 27,018
Liabilities and surplas
Actuarial liabilities (note 4) $ 38,738  § 37,227
Policy benefits in course of settlement
and provision for unreported claims 1,441 1,441
Policyholder amounts on deposit 1,041 916
Deferred realized net gains (note 3) 2,735 2,596
Trust and banking deposits 264 294
Borrowed funds 3 32
Other liabilities 1,465 1,640
$ 45,687 § 44,146
Subordinated debt (note 6) 627 581
Trust preferred securities issued by subsidiaries (note 7) 783 728
Surplus 6,005 5,068
Commitments and contingencies (note 10)
Total liabilities and surplus $ 53,102 $ 50,523
Segregated funds net liabilities $ 38200 $ 27,018

Dominic D’ Alessandro Arthur R. Sawchuk

President and Chief Executive Officer

Manulife Financial ARS8 43

Chairman of the Board of Directors




Consolidated Statements of Operations

For the years ended December 31

(Canadian $ in millions) 1998 1997
Revenue Operations Other Total
Premium income
Individual life and health insurance $ 2,966 $ 2,690
Group life and health insurance 987 1,068
Reinsurance 749 797
Individual annuities 369 440
Group pensions 625 627
Total premium income $ 5,696 $ 5,622
Investment income (note 3(b)) 4,123 4,010
Other revenue 792 574
Total revenue $ 10,611 $ 10,206
Policy benefits and expenses
To policyholders and beneficiaries

Death and disability benefits $ 2,331 $ 2,160

Maturity and surrender benefits 1,986 2,399

Annuity payments 1,270 1,257

Net transfers to segregated funds 798 692

Increase in actuarial liabilities (note 4) 252 169

Policyholder dividends 604 508
General expenses 1,367 1,191
Commissions 758 688
Interest expense 158 156
Premium taxes 74 83
Trust preferred securities

issued by subsidiaries 62 54
Total policy benefits and expenses $ 9,660 $ 9357
Income before gain on divestiture

and income taxes 951 849 - 849
Gain on divestiture (note 8) - - 176 176
Income taxes (note 5) (241) (225) () (282)

Net income

$ 710 $ 624 § 119 § 743

Consolidated Statements of Surplus

For the years ended

{Canadian $ in millions) Dacember 31
Operating surplus 1998 1997
Balance, January 1 $ 5052 § 4357
Change in accounting policy (note 2) — (48)
Balance, January 1 as restated 5052 § 4309
Net income 710 743

Balance, December 31

$ 5762 § 5,052

Currency translation account

Balance, January 1

$ 16 $ (64)

Change during the year 227 80
Balance, December 31 243 16
Total surplus $ 6,005 $ 5,068

Manulife Financial AR98




Consolidated Statements of Cash Flows

For the years ended
(Canadian $ in millions) December 31
Operating activities 1998 1997
Operating cash inflows
Premiums and annuity considerations $ 582 § 5523
Investment income received 3,418 3,400
Other revenue 792 574
Total operating cash inflows $ 10,032 $ 9,497
Operating cash outflows
Benefits and annuity payments $ 5556 $ 5,496
Insurance expenses and taxes 2,540 2,233
Net transfers to segregated funds 798 692
Dividends paid to policyholders 604 508
Change in other assets and liabilities 545 (65)
Total operating cash outflows $ 10,043 $ 83864
Cash provided by (used in) operating activities $ (@ $ 633
Investment activities
Purchases and mortgage advances $(27,679) $(42,314)
Disposals and repayments 27,317 40,613
Cash used in investing activities $ (362) $ (1,701
Financing Activities
Funds repaid $ (29 § (333)
Issue of securities (note 7) - 672
Cash provided by (used in) financing activities $ (9 §$ 339
Cash and short-term investments
Decrease during the year $ (402) § (729)
Balance, January 1 1,542 2,271
Balance, December 31 $ 1,140 § 1542
Composition of cash and short-term investments
Beginning of period
Gross cash and short-term investments $ 1842 § 2,600
Net payments in transit, included in other liabilities (300) (329)
Net cash and short-term investments, January 1 $ 1542 $ 2271
End of period
Gross cash and short-term investments $ 1,329 5 1,842
Net payments in transit, included in other liabilities (189) (300)
Net cash and short-term investments, December 31 $ 1,140 § 1,542
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Segregated Funds
Consolidated Statements of Net Assets

As at December 31

(Canadian $ in millions) 1998 1997
Investments, at market values

Bonds $ 3909 §$§ 4544
Mortgages 5 6
Stocks 32,142 19,950
Real estate 15 24
Cash and short-term investments 2,101 2,481
Accrued investment income 22 23
Other assets (liabilities), net 6 (10)
Total segregated fund net assets, December 31 $ 38,200 § 27,018
Composition of segregated fund net assets:

Held by Policyholders $ 38,055 § 26,892
Held by the Company 145 126
Total segregated fund net assets, December 31 $ 38,200 § 27,018

Segregated Funds

Consolidated Statements of Changes in Net Assets

For the years ended

December 31

{Canadian $ in millions) 1998 1997
Additions

Deposits from policyholders $ 8846 § 7026
Realized and unrealized investment gains 2,604 2,423
Interest and dividends 1,161 847
Net transfers from general fund 798 692
Currency revaluation 1,968 828
Total additions $ 15,377 $ 11,816
Deductions

Payments to policyholders $ 3,759 § 2968
Management and administrative fees 436 383
Total deductions $ 4195 § 3351
Net additions to segregated funds for the year $ 11,182 § 8465
Segregated fund net assets, January 1 27,018 18,553
Segregated fund net assets, December 31 $ 38,200  $27,018
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Notes to Consolidated Financial Statements

(Canadian $ in millions uniess otherwise stated)

1. Nature of operations and significant accounting policies

The Manufacturers Life Insurance Company is 2 mutual life insurance company providing a wide range of financial products and
services, including individual life insurance, group life and health insurance, pensions, annuities and mutual funds to individual
and group customers in Canada, the United States and Asia. The Company also offers reinsurance services, primarily life and
accident and health reinsurance and provides investment management services with respect to the Company’s general fund assets,
segregated fund assets and mutual funds and, in Canada, to institutional customers.

The Manufacturers Life Insurance Company is tegistered under the Insurance Companies Act (Canada), which requires that
financial statements be prepared in accordance with accounting principles generally accepted in Canada, including the requirements
of the Superintendent of Financial Institutions (Canada) (“OSFI”), (“GAAP”). None of the accounting requirements of OSFlis an
exception to accounting principles generally accepted in Canada.

The preparation of financial statements, in conformity with GAAP, requires that management make estimates and assumptions
that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities as at the date of the
consolidated financial statements, and the reported amounts of revenue and expenses during the teporting period. Actual results
could differ from those estimates. The most significant estimation processes are related to the determination of actuarial liabilities.
Although some variability is inherent in these estimates, management believes that the amounts provided are adequate.

The significant accounting policies used in the preparation of these consolidated financial statements are summarized below:

a) Basis of consolidation

The Manufacturers Life Insurance Company consolidates the financial statements of all subsidiary companies and eliminates
on consolidation all significant inter-company balances and transactions. The equity method is used to account for investments
over which the Company exerts significant influence. Gains and losses on sales of these investments are included in income when
realized, while expected losses on other than temporary impairments are recognized immediately.

b) Invested assets
Under GAAP for life insurance companies, the invested assets held by the Company are accounted for through a variety of
methods. These are summarized as follows:

Recognition of realized gains
and losses on normal

Carrying value business activity Recognition of impairment
Bonds At amortized cost less an Deferred and brought into Tmpairment is recognized on 2 specific bond when there is no longer
allowance for specific losses.  income over the lesser of reasonable assurance as to the timely collection of the full amount of principal
twenty years or the remaining  and interest.
term to maturity of the bond
sold.
Morigages At amortized cost less Deferred and brought into Impairment is recognized on a specific mortgage or loan when there is no
and loans repayments and an allowance  income over the lesser of longer reasonable assurance as to the timely collection of the full amount of
for specific losses. twenty yeats or the remaining  principal and interest. Such impaired mortgages and loans are carried at their
term fo maturity of the estimated realizable value, determined for each asset by discounting the
mortgage or loan sold. expected future cash flows at the original interest rate inherent in the asset.
When the amounts and timing of future cash flows cannot be estimated with
reasonable reliability, estimated realizable amounts are measured at either the
fair value of any security underlying the mortgage or loan, net of expected
costs of realization and any amounts legaily required to be paid to borrowers
or at observable market prices for the mortgages or loans. Mortgages and loans
are classified as impaired whenever payments are 90 days or more in arrears.
At the time of foreclosure, mortgages are written down 10 net realizable value.
Declines in the net realizable value of foreclosed properties are charged to
income immediately.
Stocks On a moving average market  Deferred and brought into Specific stocks are written down to market value if an impairment in the vaiue
basis whereby carrying income at the rate of 15% of of the entire stock portfolio is considered to be other than temporary.
values are adjusted towards unamortized deferred realized
market value at 15% per gains and losses each year.
annum.
Real estate On a moving average market  Deferred and brought into Specific properties are written down to market value if an impairment in the

income at the rate of 10% of
unamortized deferred realized
gains and losses each year.

basis whereby carrying
values are adjusted towards
market value at 10% per
annum.

value of the entire real estate portfolio (determined net of deferred realized
gains) is considered to be other than temporary.

Policy loans At their unpaid balance. Not applicable.

Fully secured by the cash surrender value of the policies on which the loans
are made.
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On disposition of an impaired asset, the allowance is written-off against the related assets. Once established, an allowance against
temporary impairment of bonds or mortgages is only reversed if the conditions that caused the impairment no longer exist.

In addition to specific allowances, the Company provides for potential future impairments by reducing investment yields assumed
in the calculation of actuarial liabilities.

¢) Actuarial liabilities

Actuarial liabilities represent the amount which, together with estimated future premiums and net investment income will be
sufficient to pay estimated future policy benefits, policyholder dividends, taxes (other than income taxes) and expenses on policies
inforce. The Company’s Appointed Actuary is responsible for determining the amount of actuarial liabilities that must be set aside
each year to ensure that sufficient funds will be available in the future to meet these obligations. The valuation methods employed
by the Appointed Actuary are based on standards established by the Canadian Institute of Actuaries. In accordance with actuarial
practices generally accepted in Canada, liabilities have been determined using the policy premium method and the cash flow
valuation method.

d) Other investments
Included in other investments are investments in oil and gas properties, commercial loans, investments in segregated and mutual
funds and derivative assets.

¢) Miscellaneous assets
Included in miscellaneous assets are amounts due from reinsurers and capital assets. The latter are carried at cost less accumulated
depreciation computed on a straight-line basis over their estimated useful lives, which vary from two to ten years.

f) Segregated funds

The Company manages a number of segregated funds on behalf of policyholders. The investment refurns on these funds accrue
directly to the policyholders with the Company assuming no risk. Consequently, these funds are segregated and presented
separately from the general fund of the Company. Income earned from fund management fees is included in other revenue in the
general fund. Investments held in segregated funds are carried at market value.

The Company also provides minimum guarantees on individual variable life and annuity contracts. These include minimum death
benefit guarantees, minjmum maturity value guarantees and minimum income benefit guarantees. The liability associated with these
minimum guarantees is recorded in actuarial liabilities in the general fund of the Company.

@) Translation of foreign currencies

Assets and liabilities denominated in foreign currencies are translated into Canadian dollars at rates in effect at the consolidated
balance sheet date. Revenue and expenses are translated at the average exchange rates prevailing during the year. Unrealized
foreign currency translation gains and losses on investments in self-sustaining operations are recorded in surplus. Translation gains
and losses on disposition of investments in self-sustaining operations are included in income.

h) Income taxes

The Company provides for income taxes using the liability method of tax allocation. Under this method, the provision for income
taxes is calculated based on income tax laws and income tax rates in effect as at the consolidated balance sheet date. The income
tax provision is comprised of two components: current income taxes and deferred income taxes. Current income taxes are amounts
expected to be payable or recoverable as a result of operations in the current year. Deferred income taxes arise from changes
during the year in cumulative temporary differences between the accounting carrying value of assets and liabilities and their
respective tax bases. The deferred income tax asset is recognized to the extent that future realization of the tax benefit is more like-
1y than not, with a valuation allowance for that portion of the asset that is not likely to be realized.
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Notes to Consolidated Financial Statements

i) Pensions and other post-retirement benefits
The Company maintains a number of pension plans for its eligible employees and agents. Assets for each plan are held by inde-
pendent trustees and are carried at market related values.

The defined contribution plans were established in 1998 and provide pension benefits based on the accumulated contributions and
fund earnings. The cost of defined contribution benefits is the required contribution provided by the Company in exchange for the
services of employees rendered during the period.

The defined benefit plans provide pension benefits based on length of service and final average earnings. The cost of defined
benefit pension benefits is recognized using the projected benefit method pro-rated on services. Experience gains and losses are
amortized to income over the estimated average remaining service lives of plan members.

The Company also provides supplementary health, dental and life insurance benefits to qualifying employees upon retirement. The
estimated present value of these benefits is charged to earnings over the employees’ years of service to their date of full entitlement.

j) Derivatives

The Company uses derivatives to manage exposures to foreign currency, interest rate and other market risks arising from its
on-balance sheet financial instruments. These derivatives are designated and effective as hedges, as there is a high correlation
between changes in market value of the derivative and the underlying hedged item at inception and over the life of the hedge.
Realized and unrealized gains and losses on these derivatives are accounted for on the same basis as the underlying assets and
liabilities. Realized and unrealized gains and losses on derivative transactions established as hedges but no longer considered hedges,
are included in income from the date at which they are no longer considered to be hedges. Derivative income and expenses relat-
ed to invested assets and financial liabilities are included in investment income and interest expense respectively, in the
Consolidated Statements of Operations. Cash flows relating to derivatives associated with invested assets and financial liabilities
are included in the Consolidated Statements of Cash Flows on a basis consistent with the cash flows from the underlying invested
assets and financial labilities. Derivative assets and liabilities are included in other investments and other liabilities, respectively,
and deferred realized net gains are presented as such on the Consolidated Balance Sheets.

2. Change in accounting policy

Impairment in value of stocks and real estate

In March 1997, The Canadian Institute of Chartered Accountants (“CICA”) issued an accounting guideline entitled “Financial
Reporting by Life Insurance Enterprises”. This guideline requires that stock and real estate portfolios be considered discrete
portfolios for the purpose of determining whether an other than temporary impairment in value has occurred. The Company
adopted this guideline in 1997 on a retroactive basis, with no restatement of prior years’ financial statements. Adoption of this
guideline has accelerated the recognition of market value deficiencies (determined net’ of deferred realized gains) on the
Company’s real estate portfolio and resulted in the following adjustment, effective January 1, 1997:

Adijustment for other than temporary
declines in value of real estate

Real estate $ (253)
Deferred realized gains on real estate 193
Net reduction in carrying value of real estate, before taxes (60)
Deferred income taxes 12

Adjustment to surplus L )




3. Invested assets and income
a) Invested assets

Deferred Total realized

As at December 31 Carrying Fair Unrealized Unrealized realized and unrealized
1998 value valie . gains (losses) net gains gaing (losses)
Bonds (fixed maturity)

Canadian government $ 6951 $ 8142 $ 1,194 $ 3) $ 326 $ 1517

Other foreign governments 4,725 5,068 349 6) 222 565

Corporate 17,244 18,539 1,541 (246) 809 2,104

Mortgage-backed securities 1,771 1,773 39 @37 83 85
Mortgages 7,702 8,223 547 (26) 45 566 -
Stocks 4,042 5,171 1,336 207) 1,202 2,331
Real estate 2,992 3,087 209 114) 45 140
Policy loans 3,137 3,137 - - - -
Cash and short-term investments 1,329 1,329 - - - -
Other investments 499 531 40 (8) 3 35
Total invested assets $ 50,392 $ 55,000 $ 5255 $ 647) $ 2,735 $ 17343
1997
Bonds (fixed maturity)

Canadian government $ 6,399 $ 7319 $ 927 $ N $ 318 $ 1,238

Other foreign governments 3,186 3302 155 (39 158 274

Corporate 17,509 18,614 1,253 (148) 869 1,974

Mortgage-backed securities 1,568 1,598 33 3) 79 109
Mortgages 7,809 8372 607 (44) 32 595
Stocks 3,529 4,336 1,016 (209) 1,043 1,850
Real estate 2,806 2,741 112 77y 32 33)
Policy loans 2,663 2,663 - - - -
Cash and short-term investments 1,842 1,842 - - - -
Other investments 479 530 54 3) 65 116
Total invested assets $ 47,790 $ 51317 $ 4,157 $  (630) $ 259 $ 6,123

Fair values are determined with reference to quoted market prices where available. Fair values of mortgages reflect changes in inter-
ost rates which have occurred since the mortgages were originated and changes in the creditworthiness of individual borrowers.
For fixed-rate mortgages, fair value is determined by discounting the expected future cash flows at market interest rates for mort-
gages with similar credit risks. Fair valuss of real estate are determined by a combination of internal and external appraisals
utilizing expected net cash flows discounted at market interest rates. Fair values of policy loans, cash and short-term investments
and other investments approximate their carrying values due to their short-term nature.

As at December 31, 1997, the fair value deficiency (determined net of deferred realized gains) on the Company’s real estate port-
folio was $33. As at December 31, 1998, the fair value deficiency has reversed with the appraised value of real estate exceeding
the carrying value including deferred realized net gains by $140. Foreclosed properties of $196 are included in real estate at
December 31, 1998 (1997 - $299).
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Notes to Consolidated Financial Statements

The following table presents the carrying value and fair value of bonds, based on period to maturity:

As at December 31

1998 1997

Carrying Fair Carrying Fair
Bonds value value value value
Maturity
Due in one year or less $ 1515 $ 1,530 $§ 1312 $ 1,337
Due after one year through five years 7,712 7,884 6,947 6,981
Due after five years through ten years 6,420 6,704 6,359 6,535
Due after ten years 13,273 15,631 12,476 14,382
Mortgage-backed securities 1,771 1,773 1,568 1,598
Total $ 30,691 $ 33,522 § 28,662 $ 30,833
The following table presents the carrying value and fair value of mortgages, by type of property:

As at December 31
1998 1997

Carrying Fair Carrying Fair
Morigages value value value value
Residential $ 1,600 $ 1,714 $ 1,712 $ 1836
Office 1,719 1,849 1,602 1,730
Retail 2,344 2,490 2,448 2,612
Industrial 1,804 1,913 1,777 1,898
Other 235 257 270 296
Total ' $ 1,702 $ 8223 $ 7,809 § 8372

The carrying value of government-insured loans was 4.8% of the total carrying value of the mortgage portfolio
as at December 31, 1998 (1997 — 5.7%) and the value of privately-insured mortgages was 0.1% of the total mort-

gage portfolio as at December 31, 1998 (1997 — 0.2%).

b) Investment income

Amortization of

Provision for realized and

For the years ended December 31 Investment Impairment, net unrealized

1998 Income (note 3(c) gains (losses) Total Yield %
Bonds $ 2273 $ 107y $ 122 $ 2288 8.09
Mortgages 672 23 - 695 9.39
Stocks 85 - 391 476 19.76
Real estate 199 23 13 235 857
Policy loans 255 - - 255 8.57
Cash and short-term investments 88 - - 88 3.94
Other investments 79 - )] 70 NA
Currency - - 16 16 N/A
Total $ 3651 $ 61 $ 533 $ 4123 8.77
1997

Bonds $ 2,085 $ 2) $ 192 $ 2,275 8.69
Mortgages 734 22 - 756 9.85
Stocks 72 - 320 392 20.60
Real estate 175 5 3) 177 6.44
Policy loans 215 - - 215 8.43
Cash and short-term investments 98 - - 98 541
Other investments 72 - 9 81 N/A
Currency - - 16 16 NA
Total $ 3451 $ 25 $ 534 $ 4,010 9.13

Yields are based on investment income divided by the average carrying value of assets plus accrued income less net deferred gains.
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c) Credit risk
Credit risk is the risk that a party to a financial instrument, such as a mortgage borrower, will fail to fully honor its financial oblig-
ations to the Company. Credit risks are primarily associated with investment, derivative and reinsurance counterparties.

The Company has provided for credit risks by establishing specific allowances against the carrying value of the impaired assets in
the Consolidated Balance Sheets. In addition to specific allowances, the Company provides for potential future impairments by
reducing investment yields assumed in the calculation of actuarial liabilities (note 4(c)).

The carrying value of impaired assets was as follows:

1998 1997
As at December 31 Gross amount Allowance Carrying vaiue Gross amount Allowance Carrying value
Mortgages $ 241 $ 88 $ 153 $ 277 $ 90 $ 187
Other impaired assets 138 89 49 102 11 91
Total $ 379 $ 177 $ 202 $ 379 $ 101 $ 278

The changes during the year in respect of the specific allowance for impairment were as follows:

Specific allowance for impairment

1998 1997
Balance, January 1 $ 101 $ 123
Provisions during the year 61 25)
Write-offs, net of recoveries 15 3
Balance, December 31 $ 177 $ 101

In addition to specific allowances for existing impairments, actuarial liabilities include an allowance for future impairments. As at
December 31, 1998, the provision for future credit losses included in actuarial liabilities was $1,102 (1997 - $1,113).

Concentrations of credit risk
The Company’s exposure to credit risk is managed through tisk management policies and procedures with emphasis on the qual-
ity of the investment portfolio together with maintenance of issuer, industry and geographic diversification standards.

At December 31, 1998, 93% of bonds (1997 - 93%) were rated at investment grade “BBB” or higher, 83% (1997 - 83%) were rated
«A> or higher. Government bonds represented 39% (1997 - 36%) of the bond portfolio. The Company’s highest exposure to a
single non-government issuer was $707 (1997 - $437). Mortgages and teal estate are diversified geographically and by
propetty type. Ontario was the largest concentration of mortgages and real estate, with $3,557 (1997 - $3,878) of the total portfo-
Tio. Income producing commercial office properties were the largest concentration of real estate with $2,031 (1997 - $1,936) of
the real estate portfolio.

The Company’s exposure to loss on derivatives is limited to the extent that default by counterparties to these contracts results
in the loss of any gains that may have accrued. All contracts are held with counterparties rated “A” or above, with 98.3% as
at December 31, 1998 (1997 - 99.6%) of the exposed amount being with counterparties rated “AA” or higher. The largest single
counterparty exposure at December 31, 1998 was $44 (1997 - $26).
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Notaes to Consolidated Financial Statements

4. Actuarial liabiiities

a) Composition

Actuarial liabilities represent the amount which, together with estimated future premiums and net investment income, will be suf-
ficient to pay estimated future benefits, policyholder dividends, taxes (other than income taxes) and expenses on policies inforce.
The composition of actuarial liabilities by line of business and geographic territory was as follows:

As at December 31 Individual life insurance

Annuities

1998 Participating  Non-Participating and pensions Other Total
Canada $ 2,077 $ 1,130 $ 11,612 $ 1,060 $ 15879
United States 9,652 2,945 6,696 884 20,177
International 1,881 3 747 21 2,682
Total $ 13,610 $ 4,108 $ 19,055 $ 1,965 $ 38,738
1997

Canada $ 1,928 $ 959 $ 12398 $ 1,084 $ 16369
United States 8,209 2,791 6,722 735 18,457
International 1,754 42 587 18 2,401
Total $ 11,891 $ 3,792 $ 19,707 $ 1,837 $ 37,227

b) Assets backing liabilities and sarplus

The Company has established a target invested asset portfolio mix which takes into account the risk attributes of the liabilities
supported by the assets, expectations of market performance, and a generally conservative investment philosophy. Assets are seg-
mented and matched fo labilities with similar underlying characteristics by product line and major currency. Liabilities with
rate and term guarantees, such as annuities and pensions, are predominantly backed by fixed rate instruments such as bonds
and commercial and mortgage loans. Traditional insurance products, such as participating whole life insurance, are backed by
a broader range of asset classes. The Company’s surplus is primarily invested in North American equities, bonds, real estate and
international securities.

Changes in the fair value of assets backing policy liabilities would have a limited impact on the Company’s surplus as it would
be offset by a comesponding change in the fair value of the liabilities. The fair value of assets backing actuarial liabilities at
December 31, 1998 was estimated at $42,100 (1997 - $39,700).

A change in the fair value of assets supporting surplus, other liabilities and capital results in a corresponding change in surplus
when recognized. The fair value of assets backing surplus, other liabilities and capital at December 31, 1998 was estimated at
$15,600 (1997 - $14,300).

The carrying value of total assets supporting actuarial liabilities, other liabilities and capital and surplus was as follows:

As at December 31 Individual life insurance

Annuities Capital
1998 Participating  Non-Particlpating and pensions Other and surplus Total
Assets
Bonds $ 6,133 $ 2,749 $ 12,964 $ 6,007 $ 2,838 $ 30,691
Mortgages 916 386 4,537 1,461 402 7,702
Stocks 1,574 113 55 668 1,632 4,042
Real estate 990 50 38 274 1,640 2,992
Other 3,997 . 810 1,461 504 903 7,675
Total $ 13,610 $ 4,108 $ 19,055 $ 8914 $ 7415 $ 53,102
1997
Assets
Bonds $ 5,081 $ 2526 $ 12,766 $ 6363 $ 1926 $ 28,662
Mortgages 721 218 5,328 1,336 206 7,809
Stocks : 1,571 125 48 - 1,785 3,529
Real estate 927 48 42 356 1,433 2,806
Other ) 3,591 875 1,523 701 1,027 7,717
Total $ 11,891 $ 3,792 $ 19,707 $ 8756 $ 6377 $ 50,523

The net deferred realized gains taken into account in the computation of actuarial liabilities as at December 31, 1998 were $2,206
(1997 - $1,837).
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¢) Significant reserve assumptions
The preparation of financial statements involves the use of estimates and assumptions; however, actual results may differ from those
sstimates. The most significant estimation processes for insurance companies are related to the determination of actuarial liabilities.

Actuarial liabilities have two major components, a best estimate and a provision for adverse deviation. In conjunction with prudent
business practices to manage both business and investment risks, the selection and monitoring of appropriate assumptions is designed
to minimize the extent to which the Company is financially exposed to measurement uncertainty.

Best estimate reserve assumptions

In the computation of actuarial liabilities, best estimate reserve assumptions are made. Assumptions are made for the lifetime of
the policies and include assumptions with respect to mortality and morbidity, investment returns, rates of policy termination, oper-
ating expenses and certain taxes. Actuarial assumptions may be subject to change in the future. Actual experience is monitored reg-
ularly against the assumptions to ensure that the assumptions remain appropriate. Assumptions are discussed in more detail in the

table below.

Nature of factor and assumption methodology

Risk management and sensitivity to change

Mortality Mortality relates to the occurrence of death. Mortality The Company establishes appropriate underwriting standards to determine the
and morbidity assumptions are based on past and emerging Company  insurability of applicants. Claim trends are monitored on an ongoing basis.
and industry experience. Assumptions are Exposure to large claims is managed by establishing policy retention limits
differentiated by sex, underwriting class and policy which vary by market and geographic location. Policies in excess of the limits
type. Morbidity relates to the ocourrence of accidents are reinsured with other companies. The maxirmum exposure on any one life
and sickness. Morbidity assumptions are based on the policy as at December 31, 1998 was $23 (1997 - $21). In addition, the
Company and industry experience. Company carries coverage that insures against a catastrophic event that could
entail aggregate claims in excess of $30 but less than $150 as at December 31,
1998, and December 31, 1997.
Mortality is monitored monthly and recent experience has been favourable
when compared to the Company’s assumptions. Morbidity is monitored
monthly and recent experience has been unfavourable, reflective of industry
experience in the U.S. accident and health sector. In response, the Company
has strengthened its U.S. accident and health reserves.
Investment The Company matches assets and liabilities by The Company’s policy of closely matching cash flows on the assets with those
return business segrnent, using investment objectives that are for the corresponding liabilities reduces the Company’s exposure 1o future
appropriate for each line of business. The projected changes in interest rates. Derivative instruments are used where necessary when
cash flows from these assets are combined with future there is a lack of suitable permanent investments to minimize loss exposure to
reinvestment rates derived from the current economic interest rate changes. The valuation interest rate assuimnes a declining
outlook and the Company’s investment policy, to reinvestment rate in order to incorporate reinvestment risk.
gleltefflr;n;;e e;;};:cted rates of return on these assets for TFor the Company’s annuity business, an immediate and parallel decrease il
yeats. . interest rates of 1% across all maturities in Canada and the United States
Investment return assumptions include expected future would increase net income and surplus by $5 as at December 31, 1998 (1997 - $9).
asset defaults, Asset defa.ults are propc"ced based on The exposure to asset defauit is managed by policies and procedures which
both past Company and industry experience and limit ntrations by issuer, connections, rating, sector and geograj hic region
specific reviews of the current investment portfolio. imit concentrations BY 1ssuet, ’ 2 geograp BIon-
Recent mortgage default experience has continued to be favourable when
compared to the Company’s assumptions. Recent bond default experience has
been consistent with the Company’s assumptions.
Policy Lapse relates to the termination of policies duc tomon-  The Company designs its products in ordsr to minimize financial exposure to
terminations payment of premiums. Surrenders relate to the tapse and surrender risk. Tn addition, the Company monitors lapse and

voluntary termination of policies by the policyholder.
Policy termination assumptions are based on the
Company’s own experience adjusted for expected
future conditions. Assumptions reflect differences in
geographic markets and lapse patterns for different
types of contracts.

surrender experience monthly.

Generally, recent lapse experience has been favourable when compared to
assumptions used in the computation of actuarial liabilities. Recent surrender
experience on certain deferred annuity business has been unfavourable.

In addition to the above, assumptions are made for expenses and taxes (other than income taxes). Policy maintenance expenses are
derived from the Company’s own internal cost studies, projected into the future with an allowance for inflation. Explicit assump-
tions are made for future premium taxes and other non-income related taxes.
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Provision for adverse deviation

The basic assumptions made in establishing actuarial liabilities are best estimates for a range of possible outcomes. To recognize
the uncertainty in establishing these best estimate reserve assumptions, to allow for possible deterioration in experience and to
provide greater comfort that the reserves are adequate to pay future benefits, the Appointed Actuary is required to include a mar-
gin in each assumption.

The impact of these margins is to increase actuarial liabilities and decrease the income that would be recognized at inception
of the policy. Minimum conditions are prescribed by the Canadian Institute of Actuaries, for determining margins related to
the interest risk. For other risks which are not specifically addressed by the standard, a range is defined as 5% to 20% of the expect-
ed experience assumption. The Company uses assumptions at the conservative end of the range taking into account the risk pro-
files of the business.

d) Risk management
In addition to risks related to reserve assumptions, the Company is also exposed to the following risks:

Foreign currency risk
The Company’s strategy of matching the currency of its assets with the currency of the liabilities these assets support results in
minimal financial exposure related to foreign currency fluctuations on assets backing actuarial liabilities.

The Company also generally matches the currency of its surplus with the currency of its liabilities except for approximately $600
at December 31, 1998 (1997 - $600) which was invested in a diversified basket of international currencies. Aligning the currency
mix reduces the sensitivity of the Company’s capital ratios to exchange rate fluctuations.

As at December 31, 1998, assets exceeded liabilities denominated in foreign currencies by approximately $3,300 (1997 - $2,800),
of which $2,900 at December 31, 1998 (1997 - $2,500) related to the United States dollar. The impact of a 100 basis point increase
in the Canadian dollar relative to the United States dollar would be an $8 decrease in net income for the year ended December 31,
1998 (1997 - $7) and a $49 decrease in surplus as at December 31, 1998 (1997 - $39).

Liquidity risk

Liquidity risk is the risk that the Company will not have access to sufficient funds to meet its liabilities as they become due.
Certain of the Company’s policies have features that allow them to be terminated at short notice creating a potential tiquidity expo-
sure. In the normal course of business, the Company matches the maturity of invested assets to the maturity of actuarial labilities.

The Company had available liquidity, net of policies’ values that can be surrendered at short notice of $22,876 as at December 31,
1998 (1997 - $20,512).

Reinsurance risk

In the normal course of business, the Company limits the amount of loss on any one policy by reinsuring certain levels of risk
with other insurers. In addition, the Company accepts reinsurance from other reinsurers. Reinsurance ceded does not discharge the
Company’s liability as the primary insurer. Failure of reinsurers to honour their obligations could resuit in losses to the Company;
consequently, allowances are established for amounts deemed uncollectible. In order to minimize losses from reinsurer insolven-
¢y, the Company monitors the concentration of credit risk both geographically and with any one reinsurer. In addition, the Com-
pany selects reinsurers with high credit ratings.

As a result of ceded reinsurance, actuarial labilities have been teduced by $1,433 at December 31, 1998 (1997 - $1,169).

The effects of reinsurance on premium income was as follows:

For the years ended

December 31
1998 1997
Direct premium income $ 5,546 $ 5,158
Reinsurance assumed 874 908
Reinsurance ceded (124) (444)
Total premium income $ 5,696 $ 5,622
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¢} Change in actuarial liabilities
Change in actuarial liabilities during the year was caused by the following business activities and changes in actuarial estimates:

For the years ended

December 31
1998 1997

Balance, January 1 $ 37227 $ 36,248
Normal change

New policies 769 834

Inforce (541) (754)
Changes in methods

and assumptions 24 89
Currency impact 1,259 810
Balance, December 31 ' $ 38,738 $ 37227

In addition to the changes in methods and assumptions in 1998, provisions for unreported claims, which is included with policy
benefits in the course of settlement on the Consolidated Balance Sheets, were strengthened for accident and health reinsurance.

&. Income taxes
The effective income tax rate for the consolidated provision for income taxes varies from the income taxes computed at the
Canadian statutory tax rate of 43% at December 31, 1998 (1997 - 43%) for the following reasons:

For the years ended

December 31
Reconciliation of income tax expense 1998 1997
Tax on income at statutory rates $ 409 $ 441
Increase (decrease) in tax due to:

Tax-exempt investment income (71) (103)
Non-deductible expenses 22 24
Differences in tax rates in foreign jurisdictions 69) (82)
Minimum taxes in excess of tax at statutory rate 9 8
Other (59) (6)
Income taxes $ 241 $ 282

Income taxes included in the Consolidated Statements of Operations consisted of the following:

For the years ended

December 31
Income tax expenses 1998 1997
Current income taxes $ 146 $ 138
Deferred income taxes 95 144
Income taxes $ 241 $ 282

The following table presents the deferred tax asset in total and the principal components to which it relates:

As at December 31

Deferred income taxes 1998 1997
Difference related to:
Actuarial liabilities $ 372 $ 334
Gains on sale of certain invested assets 326 362
Other 74 145
Deferred tax asset $ 772 3 841

The actuarial liabilities include amounts to recognize the non-interest bearing nature of the deferred tax asset. As at December 31,
1998, these amounts were $359 (1997 - $192). The amount of income taxes paid in cash during the year ended December 31, 1998
was $170 (1997 - $128).
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Difference related to actuarial liabilities :

The Company has recorded actuarial reserves in its financial statements to provide for future policyholder benefits and expenses.
These financial statement actuarial reserves currently exceed the actuarial reserves being deducted for tax purposes. However, as
policies terminate, both the financial statement actuarial reserves and the tax actuarial reserves will be reduced.

As a result, the excess of financial statement reserves over tax reserves will diminish and the corresponding portion of the deferred
tax asset will be reduced. This decrease in the deferred tax asset may be offset by timing differences between financial statement
and tax reserves resulting from new business written.

Differences related to gains on sale of certain invested assets

The gains on the sale of certain invested assefs, while deferred for financial statement purposes, must be recognized for tax
purposes in the year realized. As these deferred gains are recognized for financial statement purposes, the related timing difference
and the corresponding portion of the deferred tax asset will be reduced.

6. Subordinated debt
As at December 31

1998 1997
7 1% U.S. Dollar § 385 $ 358
8 V4% U.K. Pound 242 223
Total $ 627 $ 581
Fair value $ 690 $ 619

The fair value of subordinated debt is determined by reference to current market prices for similar debt. Both issues form part of
the Company’s regulatory capital. To reduce exposure to foreign currency fluctuations, derivatives are used to convert the U.K.
pound debt into Canadian and U.S. doflar liabilities. The cash amount of interest paid during the year ended December 31, 1998
was $48 (1997 - $45).

a) 7 78% U.S. Dollar subordinated notes
During 1995, the Company issued U.S. $250 ($341) in 7 /8% subordinated notes due April 15, 2005. This debt was issued as a
private placement under Rule 144A of the Securities Act (United States).

b} 8 14% UK. Pound subordinated notes

On January 1, 1996, on amalgamation with ‘North American Life Assurance Company, the Company assumed £100 ($202) in
8 /4% subordinated notes redeemable on November 17, 2003. Concurrently, £5 ($10) of debt, which was held by the Company,
was extinguished.

7. Trust preferred securities issued by subsidiaries
{Canadian dollars in millions except as otherwise stated and per share information)

Capital Trust Pass-through Securities Units of $783 (U.S. $500) were issued by subsidiaries of The Manufacturers Life Insurance
Company in January 1997 and maturing February 1, 2027. Using exchange rates at the date of issue, the net proceeds from issue
were $672.

Each unit consists of one 8.25% Trust Preferred Security, issued by the trust subsidiary and one 0.125% preferred purchase
contract, issued by Manufacturers Investment Corporation (“MIC”). The trust subsidiary’s only asset is an investment in notes issued
by MIC. Holders of each purchase contract may be required to purchase 20 non-cumulative perpetual preferred shares, Series A
of MIC, at U.S. $50 per share. Holders may satisfy this purchase by delivering the Trust Preferred Securities to MIC in exchange
for the perpetual preferred shares.

The Securities Units were issued as a private placement under Rule 144A of the Securities Act (United States).

From the Company’s perspective, the issue is equivalent to a combination of 8.25% subordinated debt maturing February 1, 2027,
and an option exercisable by the Company, requiring contract holders to purchase an equivalent amount of perpetual preferred stock
in MIC. The securities form part of the Company’s regulatory capital.

Manulife Financial ARS8




8. Divestiture

Effective October 1, 1997, the Company sold its 30.5% ownership of Altamira Management Limited, an asset management com-
pany. This transaction resulted in a gain on divestiture of $176 before related income taxes of $57. The 1997 net income of $743
is comprised of net income from operations of $624 and a net gain on divestiture of $119.

9. Pensions and other post-retirement benefits

Regular pension benefits are funded by assets held with independent trustees and in some instances by insurance contracts held in
the general fund of the Company. In addition, projected benefit obligations as at December 31, 1998 of $272 (1997 - $249) in respect
of supplementary benefit plans and other post-retirement benefits are included in other liabilities and are supported by the gener-
al assets of the Company.

The market value of the regular pension plan assets, together with the projected benefit were as follows:

As at December 31

Regular pension benefits 1998 1997
Assets held in actuarial liabilities $ 166 $ 162
Assets held by independent trustees 481 565
Total value of pension plan assets $ 647 $ 727
Projected benefit obligations $ (510) $ 447)

410. Commitments and contingent liabilities

a) Legal proceedings

Over the past several years, lawsuits, including class actions, have been filed against a number of life insurance companies
operating in Canada and the United States related to life insurance pricing and sales practices, particularly the sale of life insur-
ance policies on a “vanishing premium” or “premium offset” basis. Life msurance policies with premium offset features were
designed in such a way that policy dividends would eventually offset premiums and make it possible for the policyholder to stop
paying out-of-pocket premiums within a specified period of time. However, due to significant declines in interest rates, these poli-
cies ¢ould not generate enough dividends and paid up additional insurance or interest to cover future premiums. Lawsuits relating
to sales of life insurance policies whose values were sensitive to changes in interest or dividend crediting rates or which were sold
using the premium offset concept have typically included claims that such sales involved misrepresentations or omissions regard-
ing the cash value of the policies or the premiums necessary to “vanish” future premiums. Certain of these lawsuits have resulted
in substantial settlements or jury awards against other companies.

‘The Company was a named defendant in similar “vanishing premium” cases, including four class actions in Canada. In Canada,
two class action suits were resolved by a settlement agreement that was approved by the court in Ontario on November 18, 1998
and the court in British Columbia on December 18, 1998. The estimated cost of the settlement agreement is $72 million for class
relief and $19 million for benefits paid through a policy review process and for administration of the settlement.

In the United States, there have been a number of individual lawsuits and class actions filed against the Company making claims
about sales practices and vanishing premiums. Ten of the class actions were consolidated in Federal District Court for the
Southern District of California by the Multi-District Litigation Panel. An agreement to settle the consolidated suits was signed on
July 8, 1998 and received court approval on December 21, 1998. The total cost of settling the U.S. class actions is estimated to
be U.S.$500 million ~U.S.$450 million of this will be in the form of general relief provided to class members through dividends
and interest crediting over the life of the block of business and incorporates the policy enhancements developed and implemented
beginning in 1995, The remaining U.S.$50 million of the settlement value will be first allocated to a claim review process and any
amount remaining after such claims have been satisfied will be added to the general relief. All existing known U.S. class actions
concerning vanishing premiums and other illustration practices have now been settled.

The estimated costs of the Canadian and U.S. class action seftlements are within provisions already made by the Company in prior
years. Management believes that these provisions are also adequate to address the remaining class actions and individual actions,
including actions that may result from policyholders who have opted out of class settlement. However, there can be no assurance
that these legal proceedings or any further litigation relating to iife insurance pricing and sales practices will not have a material
adverse effect on the Company’s business, financial condition or results of operation.

The Company is also subject to legal actions arising in the ordinary course of business. These legal actions are not expected to have
a material adverse effect on the consolidated financial position of the Company.
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b) Investment commitments

In the normal course of business, various investment commitments are outstanding which are not reflected in the consolidated
financial statements. There were $148 of outstanding investment commitments at December 31, 1998, of which $51 mature in 30
days, $89 mature in 31 to 365 days and $8 matures in 2000 or later. There were $211 of outstanding investment commitments at
December 31, 1997, of which $74 mature in 30 days, $136 mature in 31 to 365 days and $1 matures in 1999 or later.

¢) Pledged assets
In the normal course of business, the parent company and certain subsidiaries pledge their assets as security for liabilities incurred.
The amounts pledged were as follows: :

As at December 31

1998 1997

Bonds Other Bonds Other

In respect of:
Securities lent $ 664 $ - $ 306 $ -
Letters of credit 18 - 269 -
Derivatives - 9 - -
Regulatory requircments 33 - 36 -
Total $ 715 $ 9 $ 611 $ -

d) Capital requirements

The distribution of capital and surplus is restricted under the Insurance Companies Act (Canada). In addition, there are restrictions
on distributions in foreign jurisdictions. The most significant restriction in relation to dividends is in respect of the insurance
operations in the United States, where subsidiary companies are limited in the amount of dividends available for transfer to the
parent company without permission from the Michigan Insurance Department, the regulator of the State in which subsidiary
companies are domiciled in the United States. The amount transferable without permission is limited to the greater of 10% of the
statutory surplus at the end of the previous year and the statutory net operating income of the previous year. In 1998, the maxi-
mum amount transferable was U.S. $136.

OSFI requires Canadian insurance companies to maintain minimum levels of capital (which principally includes surplus, non-
cumulative perpetual preferred shares and subordinated debt) calculated in accordance with the Minimum Continuing Capital and
Surplus Requirements. In addition to the restrictions under Canadian law, the Company must also maintain minimum levels of
capital and surplus in foreign subsidiaries. Such amounts are based on the local statutory accounting basis in each jurisdiction.
The most significant of these are the Risk Based Capital requirements in the Company’s United States insurance subsidiaries. The
Company maintains sufficient capital and surplus well in excess of the minimum required in all foreign jurisdictions in which the
Company does business.

¢} Uncertainty due to the Year 2000 risk

The Year 2000 risk is the result of computer programs being written using two digits, rather than four, to define the applicable year.
Any of the Company's computer programs that have date-sensitive software may recognize a date using “00” as the year 1900 rather
than the year 2000. The effects of the Year 2000 risk may be experienced before, on, or after January 1, 2000 and, if not addressed,
could result in systems failures or miscalculations causing disruptions of normal business operations. It is not possible to be certain
that the Company’s Year 2000 program will fully tesolve all aspects of the Year 2000 risk, including those related to third parties.

14. Fair value of financial instruments

Financial instruments refer to both on-and-off balance sheet instruments and may be an asset or a liability. They are contracts that
ultimately give rise to a right for one party to receive an asset and an obligation for another party to deliver an asset. Fair values
are management’s best estimates of the amounts at which instruments could be exchanged in a current transaction befween
willing parties and are generally calculated based on the characteristics of the instrument and the current economic and competi-
tive environment. These calculations are subjective in nature, involve uncertainties and matters of significant judgement and do not
include any tax impact.

Both the fair values and the basis for determining the fair value of invested assets, actuarial liabilities, borrowed funds, subordi-
nated debt and derivative financial instruments are disclosed in notes 3, 4, 6, and 12, respectively.
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The fair values of accrued investment income, outstanding premiums, miscellaneous other assets, policy benefits in the course
of settlement, provision for unreported claims, policyholder amounts on deposit and other liabilities, approximate their carrying
values, due to their short-term nature.

The fair value of trust and banking deposits is estimated at 5266 at December 31, 1998 (1997 -$291) compared to a carrying value
of $264 at December 31, 1998 (1997 - $264). The fair vaiue of these financial instruments is determined by discounting the
contractual cash flows, using market interest rates currently offered for deposits with similar terms and conditions.

12, Derivative financial instrumients

Derivative financial instruments are financial contracts, the value of which is detived from underlying assets or interest or foreign
exchange rates. In the ordinary course of business, the Company enters into primarily over-the-counter contracts for asset/liability
management purposes. Derivatives such as foreign exchange contracts, interest rate and cross currency swaps, forward rate
agreements and equity options are used to manage exposures to interest rate, foreign currency and equity fluctuations in order to
ensure a consistent stream of earnings.

Interest rate and foreign exchange swaps are contractual agreements between the Company and a third party, to exchange a
series of cash flows. For interest rate swaps, counterparties generally exchange fixed and floating interest rate payments based on
a notional value in a single currency. For foreign exchange swaps, fixed interest payments and notional amounts are exchanged in
different currencies. Notional amount represents the amount to which a rate or price is applied in order to calculate the exchange
of cash flows. The notional principal amounts are not included in the Consolidated Balance Sheets.

Replacement cost represents the cost of replacing, at current market rates, all contracts with a positive fair value. The amounts do
not take into consideration legal contracts which permit offsetting of positions or any collateral which may be obtained.

Credit risk equivalent is the sum of replacement cost and the potential future credit exposure. The potential future credit exposure
represents the potential for future changes in value based upon a formula prescribed by OSFL.

Risk weighted amount represents the credit risk equivalent, weighted according to the creditworthiness of the counterparty, as pre-
scribed by OSFL

Fair value is summarized by derivative type and represents the net unrealized gain or loss, accrued interest receivable or payable,
and premiums paid or received. '

The Company has the following amounts outstanding:

Remaining term to maturity (notional amounts} Fair value Risk
Under 1-5 Over Credit risk  weighted
1998 ($ millions) 1 ysar years 5 years Total Positive  Negative Net  equivalent- amount
Interest rate contracts:
Swap confracts § 383 $1846 S 726 $2955 8§ 4 $ (15 $ 29 8§ 63 $§ 19
Futures contracts 206 37 - 243 - - ~ - -
Options written - - 33 33 - )] @) - -
Subtotal 589 1,883 759 3,231 44 (16) 28 63 19
Foreign exchange:
Swap contracts 22 528 460 1,010 45 (85) 40) 106 24
Forward contracts 1,920 - - 1,920 10 °) 8 29 6
Equity contracts 174 159 - 333 6 (16) 10) 23 8
Total $ 2,705 $2570 $1219 § 6494 $ 105 & (1199 § (14 $ 221 8 57
1997
Interest rate contracts:
Swap contracts $ 210 $1244 § 299 $ 1753 $ 25 $ (7 § g $ 36 § 12
Options purchased 70 - - 70 - - - - -
Options written - - 31 31 ~ ) 1) - -
Sub-total 280 1,244 330 1,854 25 (18) 7 36 12
Foreign exchange:
Swap contracts 61 176 578 815 42 (44) @ 95 21
Forward contracts 397 - - 397 1 1 - 5
Equity contracts 15 61 - 76 - 8
Total § 753 $1481 $ 908 §3,142 3§ 71 § (63) $ 8 $ 144 § 36
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13. Segmented information

The Company provides a wide range of financial
health insurance, pensions,
The Company also offers reinsurance services,
management services with respect to the Company’s gener.
to institutional customers. Revenues earned from investment managemen
al funds are included in other revenue.

The Company’s business segments include the Cana

and loss responsibility and develops products, services and distribution strategies based on the profile
of its market.

The accounting policies of the segments are the same as those described in Note 1, Nature of operati
ing policies.

dian, U.S., Asia, and Reinsurance divisions,

products and services, including individual life insurance, group life and
annuities and mutual funds to individual and group customers in Canada,

the United States and Asia.

primarily life and accident and health reinsurance, and provides investment
al fund assets, segregated fund assets and mutual funds and, in Canada,
t services with respect to segregated fund assets and mutu-

. Bach division has profit
of its business and the needs

ons and significant account-

By segment
For the year ended Canadian us. Asia Reinsurance
December 31, 1998 Division Division Division Division Other Total
Revenue
Premium income
Individual life and health $ 647 $ 1,602 $ 717 $ 416 $ - $ 3,382
Group life and health 929 - 43 333 15 1,320
Individual annuities 334 35 - - - 369
Group pensions 330 170 125 - - - 625
Total premium income $ 2,240 $ 1,807 $ 885 $ 749 $ 15 $ 5,696
Investment income 1,668 1,870 212 151 222 4,123
Other revenue 143 518 47 8 76 792
Total revenue $ 4,051 $ 4,195 $ 1,144 $ 908 $ 313 $ 10,611
Interest expense $ 36 42 $ 34 2 44 158
Net income before tax $ 318 524 s 88 S 31 10) 951
Income taxes (83) a75) 3) (€))] 26 (241)
Net income 235 $ 349 80 $ 30 16 710
Segregated fund deposits 1,730 $ 6837 279 - - $ 8,846
As at December 31, 1998
Actuarial liabilities $ 15804 $ 19,711 $ 2,387 $ 727 $ 109 $ 38,738
Funds under management
General fund $ 20,203 $ 22,402 $ 357 $ 2,770 $ 4,150 $ 53,102
Segregated funds 6,931 30,224 1,045 - - 38,200
Mutual funds - - 118 - 1,590 1,708
Other managed funds - - - - 3,680 3,680
By geographic location
For the year ended United :
December 31, 1998 Canada States Asia Other Total
Revenue
Premium income
Individual life and health $ 678 $ 1826 $ 723 $ 155 $ 3,382
Group life and health 950 238 44 88 1,320
Individual annuities 334 35 - - 369
Group pensions 330 170 125 - 625
Total premium income $ 2292 $ 2269 $ 892 $ 243 $ 5,69
Investment income 1,692 2,018 212 201 4,123
Other revenue 142 516 47 87 792
Total revenue $ 4,126 $ 4,803 $ 1,151 $ 531 $ 10,611

Manulife Financial ARQ8




By segment

For the year ended Canadian us. Asia Reinsurance
Decemnber 31, 1997 Division Division Division Division Other Total
Revenue
Premium income
Individual life and health $ 504 $ 1,396 $ 700 $ 425 $ - $ 3,115
Group life and health 943 67 ' 47 372 1 1,440
Individual annuities 405 35 - - - 440
Group pensions 298 208 121 - - 627
Total premium income $ 2,240 $ 1,706 $ 868 $ 797 $ 11 $ 5622
Investment income 1,755 1,714 231 128 182 4,010
Other revenue 114 370 37 7 46 574
Total revenue $ 4,109 $ 3,790 $ L1136 932 $ 239 $ 10,206
Interest expense $ 33 $ 33 3 27 $ 2 $ 61 $ 156
Net income before tax
and gain on divestiture $ 287 3 487 $ 102 $ 65 $ 92) $ 849
Income taxes (70) $ (175) $ 5) $ (10) $ 35 $ (225)
Net income before
gain on divestiture 217 312 97 55 57 624
Gain on divestiture
(net of $57 of income taxes) - - - - 119 119
Net income 217 $ 312 $ 97 55 $ 62 $ 743
Segregated fund deposits $ 1,418 $ 5376 232 $ - $ - $ 7,026
As at December 31, 1997
Actuarial liabilities $ 16,280 $ 17,964 $ 2234 $ 659 $ 90 $ 37227
Funds under management .
General fund $ 20,357 $ 20,434 $ 3473 $ 2,532 $ 3,727 $ 50,523
Segregated funds 5,425 20,860 733 - - 27,018
Mutual funds - - 92 - 2,033 2,125
Other managed funds - - - - 2,652 2,652
By geographic location
For the year ended United
December 31, 1997 Canada States Asla Other Total
Revenue
Premium income
Individual life and health 5 626 $ 1,616 $ 707 $ 166 $ 3,115
Group life and health 965 337 49 89 1,440
Individual annuities 405 35 - - 440
Group pensions 298 208 121 - 627
Total premium income $ 2,294 $ 2,196 $ 877 $ 255 $ 5,622
Tnvestment income 1,827 1,900 240 43 4,010
Other revenue 136 383 37 18 574
Total revenue $ 4,257 $ 4479 $ 1,154 $ 316 $ 10,206

14. Subsequent event
On Pebruary 9, 1999, the Company announced the signing o
of Japan (“Daihyaku Mutual”) to establish a new life insurance company
Manulife Financial will hold a controlling interest in the new company,
origination capacity of Daihyaku Mutual, Japan’s 1
would retain its existing business assets and obligations.

Daihyaku Mutual policyholders and regulatory approvals.

{5. Comparatives

Certain comparative amounts have been reclassified to conform with the carrent year’s presentation.

f an agreement with Daihyaku Mutual Life Insurance Company
in Japan: Manulife Century Life Insurance Company.
which plans to purchase the sales staff and business
5% Jargest insurer. Daihyaku Mutual would cease writing new business, and

This arrangement is subject to receipt of appropriate Board of Directors,

67 Manulife Financial ARS8




Supplemental Tables

Table 1 - Key Performance Measures

1998 1007 1996 1995 1994 1993 1992 1991 1996 1989 1988

Net operating income ($ millions) 710 624 503 372 281 187 85 201 187 206 143
Capital* ($ millions) 7415 6377 4859 3826 3052 2,771 2,584 2162 2,174 2050 1,828
Operating return on surplus (%) 12.0% 13.6% 12.4% 11.4% 9.6% 7.0% 3.3% 9.7% 89% 10.6% 8.1%
Operating return on assets (%) 137% 1.28% 1.08% 093% 0.71% 051% 0.26% 0.71% 0.75% 090% 0.67%
Capital* as a per cent of Tiabilities 162% 14.4% 115% 10.6% 382% 78% 80% 7 6%  9.0% 94% 9.0%
* Capital includes: Surplus, Subord d debt and Trust preferred securitics issued by subsidiaries.
Table 2 - Summary Consolidated Balance Sheets
As at December 31 ($ millions) 1998 1997 1996 1995 1994 1993 1992 1991 1990 1989 1988
Assets
Bonds 30,691 28,662 25,627 21,259 18,452 16,763 14,805 12,382 10,816 10,737 10,959
Mortgages . 7,702 7,809 8,106 6917 8,555 9,368 9,565 0,052 17,799 6,718 5,508
Stocks 4,042 3,529 2,796 2,502 2,954 2,684 2,260 2249 1,767 1,702 1,573
Real estate 2,992 2,806 3,044 2888 3350 3395 3275 2873 2,602 2214 1922
Policy loans 3,137 2,663 2354 1973 1,856 1,651 1425 1,1 87 1,082 1,003 930
Cash and short-term investments 1,329 1,842 2,600 1,792 2,683 2447 1,554 1,724 1,198 542 501
Other investments 499 479 292 173 209 368 557 571 332 288 348
Invested assets 50,392 47,790 44,819 37,594 38,059 36,676 33,441 30,038 25596 23204 21,741
Other assets 2,710 2733 2424 2268 2,168 1,818 1,459 711 656 574 434
Total assets 53,102 50,523 47,243 39,862 40,227 38,494 34,900 30,749 26,252 23,778 22,175
Liabilities .
Actuarial liabilities 38,738 37227 36,248 31 257 31,296 29,028 26,666 23219 20,777 183 83 16,886
Other liabilities 6,949 6519 6,136 4,779 5879 6,695 5,650 5368 3,301 3345 3,461
Subordinated debt 627 581 566 341 - - - - - - -
Trust preferred securities

issued by subsidiaries 783 728 - - - - - - - - -
Surplus 6,005 5068 4293 3,485 3,052 2771 2584 2,162 2,174 2,050 1,828
Total liabilities and surplus 53,102 50,523 47,243 39,862 40227 38494 34,900 30,749 26,252 23778 22,175
Table 3 - Mix of Invested Assetls
As at December 31 ($ milions) 1008 1997 1996 1995 1994 1993 = 1992 1991 1990 1989 1988
Bonds 61%  60%  ST%  57%  48%  46%  44%  41% 4% 46% 51%
Mortgages 15% 16% 18% 18% 22% 26% 28% 30% 31% 29% 25%
Stocks 8% 7% 6% % 8% 7% % 7% 7% T% 7%
Real estate 6% 6% 7% 8% 9% 9% 10% 10% 10% 10% 9%
Policy loans : 6% 6% 5% 5% 5% 4% 4% 4% 4% 4% 4%
Cash and short-term investments 3% 4% 6% 5% 7% 7% 5% 6% 5% 3% 2%
Other investments 1% 1% 1% 0% 1% 1% 2% 2% 1% 1% 2%
Invested assets 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

Certain amounts have been restated to conform with the 1998 presentation.
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Table 4 - Summary Consolidated Statements of Operations

For the year ended

December 31 (§ milions) 1998 1997 1996 1995 1994 1993 1992 1991 1990 1989 1988
Revenue
Premium income 5,696 5,622 5,694 5193 4988 4456 4,104 4,000 3,933 - 3521 3,374
Investment income 4,123 4010 3,734 3231 2,882 2,853 2,744 2,635 2,447 2325 2,063
Other revenue 792 574 447 212 218 151 102 106 102 105 44
Total revenue 10,611 10206 9,875 8,636 3,088 7460 6950 6,741 6,482 5951 5,481
Policy benefits and expenses
Payments to policyholders

and beneficiaries 6385 6508 5,883 5,132 4,678 3,764 3239 2,722 2,665 2488 1,937
Increase in actuarial liabilities 252 169 873 1,089 1,214 1,788 2,004 2378 2,272 1938 2210
Policyholder dividends 604 508 471 356 312 267 247 212 192 181 176
General expenses and commissions 2,125 1879 1,699 1222 1,205 1,060 993 910 893 885 808
Interest expense ’ 158 156 161 203 243 281 297 223 183 185 143
Premium taxes 74 83 72 64 57 50 52 38 37 20 16
Trust preferred securities

issued by subsidiaries 62 54 - - - - - - - - -
Total benefits and expenses 9660 9357 9,159 8066 7,709 7 210 6,832 6483 6242 5,697 5,290
Income before preferred share

dividends, unusual items and

income taxes 951 849 716 570 379 250 118 258 240 254 191

Preferred share dividends - - - - - - (16) (16) (16) (16) (16)
Unusual items - 176 - 126 - - - - (63) 16 (26)
Income taxes (41) (282) (213) (215) (98) (63) (17) (41) 37 B2y (32
Net Income 710 743 503 481 281 187 85 201 124 222 117
Table 5 - Summary Consolidated Statements of Surplus
($ millions) 1098 1997 1996 1995 1994 1993 1992 1991 1990 1989 1988
Balance, January 1 5,068 4293 3485 3,052 2,771 2584 2,162 2,174 2,050 1,828 1,711
Net income for the year 710 743 503 481 281 187 85 201 124 222 117
Adjustment to surplus - (48) 321 - - - 337 (213) - - -
Change in Currency

Translation Account 227 80 (16) (48) - - - - - - -
Balance, December 31 6,005 5068 4293 3,485 3,052 2,771 2,584 2,162 2,174 2,050 1,828

Certain amounts have been restated to conform with the 1998 presentation.
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Table 6 - Premiums and deposits by line of business and gsographic territory

For the year ended

Dacember 31 ($ millions) 1998 1097 1996 1995 1994 1993 1992 1991 1990 1989 1988
General fund premiums by line of business

Individual life and health insurance 2,966 2,690 2,631 2354 2252 2,156 1,948 1,741 1579 1402 1,205
Group. life and health insurance 987 1,068 1,112 735 584 385 347 309 290 257 289
Individual annuities 369 440 622 935 1,031 844 774 939 718 771 768
Group pensions 625 627 676 600 567 573 634 680 1,024 801 886
Reinsurance 749 797 653 569 554 498 401 331 322 290 226
Total 5606 5,622 5694 5,193 4,988 4456 4,004 4,000 3933 3521 3374
General fund premiums by geographic territory

Canada 2,292 2294 2,530 2,142 1,963 1548 1459 1418 1,084 1,094 988
United States 2,269 2,196 2,162 2,152 2,241 2373 2,161 2,190 2,163 1,835 1,909
International 1,120 1,121 983 806 685 438 367 280 211 167 146
Reinsurance ® - - - - - - - - 322 290 226
Divested operations 15 11 19 93 99 97 117 112 153 135 105
Total 5,696 5,622 5,694 5,193 4988 44356 4,104 4,000 3,933 3521 3374
(1) Not split geographically prior to 1991,

Segregated fund deposits by geographic territory

Canada 1,730 1,418 757 323 671 488 204 118 111 102 118
United States 6,837 5376 3,365 931 670 385 214 126 114 84 91
International 279 232 169 113 78 57 37 32 30 23 13
Divested operations - - - 37 171 162 161 168 249 152 166
Total 8,846 7,026 4291 1,404 1,590 1,092 616 444 504 361 388
Table 7 - Funds under Management

As at Dacember 31 (§ milions) 1998 1007 1996 1995 1994 1993 1992 1991 1990 1989 1988
Funds under management by category

General funds 53,102 50,523 47,243 39,862 40,227 38494 34,900 30,749 26,252 23,778 22,175
Segregated funds 38,200 27,018 18,553 5,532 5,445 4012 2,734 2270 1905 1%01 17 14
Mutual funds 1,708 2,125 2,782 934 746 563 441 477 - - -
Securitized funds - - - - 4622 4477 3,696 2435 - - -
Other managed funds 3,680 2,652 2944 330 279 - - - - - -
Total 96,690 82318 71,522 46,658 51,319 47,546 41,771 35,931 28,157 25,679 23,889

Certain amounts have beon restated to conform with the 1998 presentation.
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